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ABOUT THE IPTS REPORT 
1-1 he JPTS R<1Jol1 lmuiLhed 111 necemher 1905 o1z the request and lllllier the auspzu'.l o( the Ci!lllllm.IWizer for,\, ZCIZu', Re.~<'({rch mu/ Del'elopment. Jo(lzth Cre.1~WJIZ, has IWII' completed zts ptlot 
phase \r'hat seemed ltlce ({ ddtuztzll,f! cha!len.f!e 111 late 1995. dppears IWII' 111 retrmpect tts tl Lntctttf 
gahmnser o(JPTS enel;f!tes mu/ sin/Is 
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e.\1JIIJ/IIIzg nzterdtsczplnwnf)' as much a1· pm.1t!Jie Arttcle' ({re deemed prmpectu·e~)' rele1mzt' 1( the)' 
e.\plore tssttes ll'lnch dre et/her not yet 011 the polzC)'IIWker~' aw'ndtt I hut due to he there sooner or !ttterl. 
or aspects of tssues u•htch tllthmtf<h 011 the rt,f!elultl thetr nnpm1t111U' h({s IWI heen /it! I)' apprecwted 
77w thorough dmjfzllf< mu/ redmji111g process hdsed 011 conftllltous 111/emctu•e nmsultatunz znth our 
col/ahomflllg netu•oJ'k of tnsltfllfes. ll'btcb u•t/1 pmgressu'£'1)' heunne e1·en more 111/'oh•ed 111 the pmce.1~'· 
guttmllfees qualz/J' cuntrol 
77Je jirst. mu/ possth!J' most szgllljzulllf. 111dtcatur o( sucu'x'· ts /h({/ the R£1H!I1 ts henZ,f! re({(/ L1:1·11e 00 
(Decem her / 1)<))1- of ll'hnh .lOOO cop1e1· u•ere pnllted 111 ll'h({/ seemed to he wt optiiii/Sitc pmwcttol/ at the 
ltiiiL'- het'> hecome tt collector~,· tie m Stl/ce the11 nrotftltton h({s nse11 tu 6000 Retjllestsjin- suhscnpttoJIS htll ·e 
COllie Ill!/ oil!)' /mm all ot·er Fumpe hut also ji·om the l S, Japan. Attstmlza. La/ut Amen ut . . \ Ajhuz. etc 
77n' posttll'e wlllllh'llfs our ejJi!l'fs htll'e reu'll'ed hm•e heel/ htJ<hiJ' J<rtlf(f.)'lllg and the CliiiStructu·e m1d 
el/gtlf<tllg cnttczsJn of our readerslnp lms jimned pm1 o( the ol/golllg process <!( tmfm!l'emellf 77Je 
co111ments u·e hal'e recell'cd m11ge jimn the 111/onna/, jimnal co/1/IIZIIIZICattollS 1111 paper or electmlllc 
j(Jnn I. and also uzclude the result of rt Reader .'\llrt't:J' coJnmzssw11ed hJ' JPTS 
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7--, ht;l ,lpect'al edition ~~l the IPTS Report ctll'er,l an e,~:citin.IJ nell' illl'tiatt't•e called /]fade in Europe: IJ!ade In Europe' ll'd//1e more than a pn~/ect, 
it will e.·eplore, tJe/1ate and mmnul!u~·ate the compctitil'e tu)panta.tJe o/Europe. 
11/ade in Europe' i1 a .f;wwmYJ-IMkin.lJ mncept 11'1.7Li·h e.~:tend,1 and hudd,1 on a 
ll'bole ran_qe ol ,wct(J - economic ,1tudie.1 thl well a,1 corporate e,l.·pert'ence,l. It 
,1eek,1 to e.~:plore and t•alort:le tl.hMe e,l,lelltt(zl po.lt'tit•e attri/Jute,l ol Europe in 
ternz.1 ~~/employment, competiti!•ene,ld and techno!t~IJY w/.1ich prot'ide /.?t:tJb and 
,ltt.ltlll'naMe lil'ill.IJ ,1ta ndaJY),I for it,1 citi;:en,l. 
Europe 1:1 a (hl'l'f',.fe, multi-cultural ,1ociety wit/.1 a relatil'e~y ,1killaJ and u•cll-
er)ucata) work }wee, attn'hutc,l whti·h on t/.1e f;zce 4 it l!'ould /1e ;iu~qed a ha,le 
f;,r a roii[L<It competitil'e emnomy. Europe 1:1 hetert~tJeneott.l - hut boil' can it 
act quickly andf/e.~:iMy to make a competitit•e t•irtue ~~l the ahdity to cl.?tlll.tJe! 
Europe compete,1 in a world wht.ch 1:1 wzdo:qoin.IJ rapid, and ,10111e would lll:que 
chaotic chan_qe. It ,;1 in ti.7L;I mnte.~:t that we need to det•elop a ne11• _l/e.~:i!lllity 
to turn chan_qe it,1e(l into a European competitil'e adt•anta_lJe. A,1 recent 
,lttuhe,l bal'e ,1holl'n, technolo.tJy f,a,w), ht:qh mhJetJ-l'alue employmmt pay,1 
/1etter and ~~~~~r,1 /Jetter pro,1pect,1 to tbtMe citi;:cnd 11•bo can chan_qe and e.~.-ploit 
new opportwzitte,l. The qua!t"ty 4 our lahour _f;wce 1:1 the link hetween 
techno!t~IJ.V• employment and competitil'ene,M. 
One 4 t/.1e main ol!j'ecfil'e,l tl t/.1e hz,1titute .f;w PrtMpectiPe Tecl.moloqti·al 
St[[(he,l in lawzchin_q IJ!at)e In Europe' ,;1 to coJztri/Jttfe to the acbtet•ement ol 
a .1hared under,1tandin.IJ ~~l tl.1e,1e feature,! and their implemmtattiiJl, wbicb 
,1hou/d re,1u/t in a more competitil'e Europe. 
;<v) ~~ 
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~1lade In Europe' it an amhitiow inituztiPe. Like many other project.t itd full 
henefitd will flow not only from dpecial dtudied that IPTS and the collahoratin,q 
indtitutimz.t will undertake, hut alto from the actiPe inPolvement t~( all pm·tieJ 
concerned, notah!y the companie,t and inve,ttor,t who play an actiPe role them,teiPed 
in the project. 
Thit dpecial edition 4 the IPTS report contain,t a number of' articled raldtn.q 
itdue,t which the autho1~t think dhould he at the core 4 the dehate. Ylmr 
contrihutimz will he the key to en,turin,q the ducced,t ~~ thit major initwtive. To 
,ttart thit proce,t,t, IPTS it preparing a Seminar whu·h will take place in SePille at 
the heginnin.q 4 October 1997. 
• • • • • 
© IPTS- JRC- Sev11ie, 1997 
N o 1 5 J u n e 1 9 9 7 The IPTS Report 
T H E PTS REPORT 
J U N E 1 9 9 7 
EDITED BY THE INSTITUTE FOR PROSPECTIVE 
TECHNOLOGICAL STUDIES HPTSI 
And 1ssued 1n Cooperation With 
the European S&T Observatory Network 
PUBLISHED BY THE EUROPEAN COMMISSION 
JOint ResearCh Centre 
ISSN 1025-9384 
Catalogue Number GK-AA-97-005-EN-C 
DEPOT LEGAL SE-1937-95 
DIRECTOR 
BobWhelan 
EDITOR-IN-CHIEF 
D1mrt:ns Kynakou 
EDITORIAL BOARD 
B Whelan lchaii1Tlanl. C Tah1r. G Fahrenkrog, P 
S0rup, M Gonzalez. 1 Magh1ros. Hector Hemandez 
!Subject- Edrt:or Transport!, D Papamelet1ou !SUbject-
Editor Env1ronment1. A. SOna !SUbJect-Editor Energy!, 
J Gavtgan !SUbJect-Editor Technology-Employment-
competlttvenessl, K Beese !SubJect-Editor 
Bloteehnologyl, and D Kynakou ISubJect-Edttor 
lnformatlon and Telecommun!catlon Technologies! 
PRODUCTION 
CINDOC·CSIC/CL SERVICIOS LINGUISTICOS 
PRINT 
Graesal 
TRANSLATION 
CINDOC·CSIC/CL SERVICIOS LINGUISTICOS 
COPYRIGHT 
The v1ews expressed 1n this publication do not 
necessanly reflect those of the European Commission 
© ECSC-EEC-EAEC Brussels-Luxembourg, 1997 
Reproduction 1s authonsed, except for commerc~al 
purposes. proVIded the source 1s acknowledged 
The EC may not be held responstble for the use 
made of the informatlon 
THE IPTS REPORT 
IS published 1n the ftrst week of every month, except 
for the months of January and August lt is edited tn 
EngliSh and Is currently available free of charge, 1n 
four languages English, FrenCh. German and Span1sh 
SUBSCRIPTIONS 
For a free subscription to The IPTS Report, or to 
amend an ex1st1ng subscnptlon. please wnte with full 
detatls to 
The IPTS Report secretariat 
IPTS, JRC sevilla 
Worid Trade center 
lsla de la GartuJa 
E-41092 5evilla. Spain 
Tel +34-5-44 BB 284 
Fax +34-5-44 BB 235 
E-mail ipts_secr@Jrc es 
Web address. www.jrc.es/lptsreport/subscnbe html 
• • • • • 
© IPTS - JRC - Sev11le, 1997 
c 0 N T E N T s 
SPECIAL ISSUE 
4 Editorial 
6 If we were to do lt over again 
7 
The 'Made in Europe' proJect should not JUSt be a repeat of the pioneenng 'Made in Amenca' 
report. New challenges have emerged and so new focuses are needed 
The New Dimensions of competitiveness: Towards a European 
Approach 
Dramatic changes 1n the nature and sources of competitiveness wh1ch have come about as a 
result of the new global context demand a reth1nk of policy approaches to strengthening 
Europe's pos1t1on on world markets, particularly w1th regard to the inclusion of 'non-cost' 
factors 1n the compet1t1veness equation. 
15 The New socio-Economics of Organization, competitiveness and 
Employment 
21 
29 
Employment and growth are increasingly recognized to depend upon knowledge 
accumulation and distnbut1on in soc1ety, thus the role that 1nstitut1ons, business pract1ces and 
patterns of organ1zat1on play 1n these processes needs to be better understood, particularly 1n 
the European context of diversity. 
The Impact of Globalization on European Economic Integration 
European efforts at integratiOn in manufactunng, services and research have produced 
paradoxical results, and have to some extent been overtaken by globalizing forces. In the1r 
over-reliance on econom1es of scale these efforts have tended to underestimate the 
importance of divers1ty and local creativity as factors for competitiveness in the global 
market. 
Made for Living? sustainable Welfare and competitiveness 
Social welfare tends to be seen as a burden on the European economy which jeopardizes its 
capacity to compete effectively, thus models of sustamable welfare tend towards reducing 1t 
to the mmimum, and its contribution to creating the soc1al conditions which make growth 
poss1ble is generally overlooked. 
The IPTS Report 
EDITORIAL 
Made in Europe: employment through 
excellence and diversity 
This spenal issue of The IPTS report, produced 111 conjunction w1th the Sc1ent1f1C Committee, focuses on one of the mam questions fac1ng pol1cy makers 111 Europe today: How to 
balance a high quality of life w1th a fa1r d1stnbut1on 
of work, 111 an economic and social space where 
'trad1tional' compet1t1on IS generally reduc1ng 
employment and worsenmg the soc1al cond1t1ons of 
the under-employed. lt 1s an attempt to open a space 
for a debate wh1ch we hope could produce new 
lllSights over the next two years, wh1ch would allow 
us to create a new "virtuous c1rcle" of 
competitiveness, excellence and qual1ty of l1fe. 
In discussing these 1ssues 1t was considered 
appropriate to pos1t1on th1s debate 111 a readily 
understandable context. "Made in America, regaining 
the productive edge" produced by the MIT 
Comm1ss1on on lndustnal productivity (1989) provided 
such a po1m of reference, creatmg a useful framework 
within wh1ch to examme the 1dea of "Made 111 
Europe ... " and to do th1s the IPTS has formed a Sc1ent1f1c 
Comm1ttee compns1ng IPTS members Bob Whelan and 
Gustavo Fahrenkrog and authors Benjamln Conat, 
N o ·1 5 J u n e 1 9 9 7 
• Outsourc1ng across nat1onal and continental 
boundaries and 1ts employment consequences 
and strategies now deserve more attention. 
• Focusmg on h1gh productivity employment and 
1n non-tradables means that we have to take the 
need to 1nvest 111 human cap1tal seriously. 
• F1nancing the soc1al safety net needs a new, 
nation-specifiC debate 
• Regulatory bamers to flex1ble adaptation need to 
be re-examined. 
To these general points one could add a 
significant s1xth, and speCifically European difference 
with earl1er "Made 111 ... " projects; Europe 1s a 
heterogeneous collect1on of very different soCial and 
economic "cultures". The art1cles by Dosi and 
Ducatel et. al. clearly recognize th1s to be both an 
asset and a challenge. 
The four mam art1cles of th1s Spec1al Issue focus 
on different aspects of some of the questions a 
project/action l1ke the one we have started should 
deal with. They are certainly not the only ones, and 
the authors have sought to define the 1ssues from 
d1iferent perspectives, ra1s1ng questions rather than 
g1v1ng answers. 
Giovanni Dos1 and Luc Soete, all of whom are act1vely Ben jam m Coriat's art1cle, "The New Dimensions of 
engaged 111 research 1nto these 1ssues. Compet1t1veness· Towards a European Approach" 
By way of 1ntroduct1on, R. Solow, one of the 
authors of the sem111al Amencan project has 
provided us w1th a comment on th1s 1dea draw1ng on 
the benefit of his expenence. In his short, sharp 
art1cle entitled "jf we were to do it over agam" he 
s1gnals five trails wh1ch the ongmal study d1d not 
follow, which, particularly in the l1ght of 
developments over the last ten years, m1ght be 
mterestmg or even essent1al today. 
• The study focused ma1nly on manufactunng. 
Today the blurring of the borders between 
manufactunng and serv1ces makes it absolutely 
necessary to cons1der both 
reviews the d1fferent notions and factors determining 
competitiveness, focusmg in particular on the new 
determmants based on "non-pnce factors" and on 
infrastructures and pos1tive externalities. lt stresses the 
fact that these new determmants open new possibil1t1es 
for employment policy both at the m1cro or f1rm level 
and at meso or macro levels. He suggests that a "Made 
1n Europe" 1n1t1at1ve should focus on three features: 
• The approach should be a micro-economiC one 
and take the behaviour of the firm as 1ts startmg 
"!JOint, s1nce f1rms are at the root of the 
comparative advantages from wh1ch prospenty 
stems. Renewal of organizational skills IS an 
essential element of competitiveness 
. . .- . . 
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• D1vers1ty, d1vergence and convergence. Smce 
Europe is not a yet a fully mtegrated econom1c 
union, but IS already operat1ng 111 a relatively 
open global economy, we will need to cons1der 
the d1fferent national and reg1onal practices 
which moreover m1ght be the base of substantial 
comparat1ve advantages. 
• Last but not least he cons1ders 1t necessary to 
focus speCifically on employment and social 
1ssues generally as the baSIS of compet1t1veness. 
In "The New Socio-Econom1cs of Organ1zat1on, 
Competitiveness and Employment" G1ovanni Dos1 
argues that Europe IS characterized by 1ts diversity of 
1nstltut1ons, bus1ness practices and patterns of 
organization, wh1ch pers1st desp1te the pressure of 
global compet1t1on. The governance, structure of 
ownership, labour relations of a German, Bnt1sh or 
ltal1an firm are substantially different. The analysis of 
such vanety and the d1ffering performances related 
to 1t, m1ght provide not only msight but also g1ve nse 
to maJOr pol1cy 1ssues. Transfer of "best pract1ces" 
through d1fferent socio-cultural environments m1ght 
have to be seen in a d1fferent light, and adapted to 
the spec1f1c local/regional/national conditions. 
In the same ve1n he also argues that the capacity 
of technologicallearnmg and organizational learning 
shape the long term compet1t1veness of firms and 111 
the long run of nat1ons and regions. The fact that 
both forms of learning have to be flexible 1n penods 
of trans1t1on are highlighted 111 th1s article. 
markets 1n the pursuit of econom1es of scale are still 
appropnate, and suggests that the key to 
competitiveness may l1e 111 clivers1ty rather than 
standard1zat1on. 
European mtegration pol1c1es on a s1ngle market 
of 350 million consumers, on econom1c and soc1al 
cohes1on and the European Innovation system have 
been careful but slow. In an era of global1zat1on, 
they are too slow. They may also be mcreas1ngly 
Inappropriate in the global village where econom1c 
success IS Increasingly built upon differentiated 
markets and local creat1v1ty. 
In the art1cle "Made for l1v1ng? Susta1nable 
Welfare and Compet1t1veness" Ducatel, Fahrenkrog 
and Gav1gan argue that the debate on European 
compet1t1veness tends either to disregard social 
1ssues or to see h1gh soe~al standards as a cost which 
will have to m1111m1zed 1f Europe IS to rema1n 
compet1t1ve. Too little ot the debate has looked at 
the positive role wh1ch IS played by social 
mnovat1on, yet it IS 111 the soc1al economy that we 
have to look to find the cr1t1cal challenges and 
poss1bil1t1es for new pol1c1es wh1ch can help us to 
construct a new self-re1nforcmg system of growth 
between the economic and soc1al realms. 
The paper argues that h1gher soCial standards are 
needed for international competition and growth. Of 
course, we need a h1gh quality, well motivated 
workforce and soc1al spendmg represents an 
Important area 111 wh1ch effective demand 1s created. 
Luc Soete's paper exammes the relationship Attempts to meet, rather than st1fle, new soc1al 
between European Integration pol1c1es and demands can be a seedbed of an mnovat1ve economy. 
global1zat1on. lt looks at the role of new Th1s 1s pa1t1cularly true in the context of new forms of 
technologies 111 driving globalization forward lt also education, the provis1on of health serv1ces and the 
cons1ders whether European attempts to harmon1ze care of the aged and the1r different needs 
• • • • • 
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If we were to do it over again 
R M Solow 
'fhe or1g1nal Made in Amer~ca was completed 
e1ght years ago, the work of a group of sc1ent1sts, 
eng1neers, econom1sts and political sc1ent1sts at 
MIT. That IS just the sort ot m1xed enterprises 
that IPTS was created to encourage. If a competent 
team 1s available, the other great necess1ty IS a demand 
for the product. Ten years ago, Amer1can industry was 
warned, insecure, afra1d that 1t had lost the techn1cal 
and economic super1or1ty that 1t thought -falsely- to 
be a sort of genet1c b1rthnght. European mdustry may 
be 1n that sort of mood now, facmg intensified mtra-
European compet1t1on, poor macroeconomic 
performance nearly everywhere in Europe, and some 
still undefined "threat" from the low-wage econom1es 
that fill the rest of the world. 
But Europe in 1998 IS not America 1n 1989. A new 
study can not just follow the pattern of the old. I would 
l1ke to g1ve some examples of trails that we did not 
tallow then that must certamly be explored now. For 
mstance, even then I thought that my engmeering 
colleagues were a little too focused on the problems of 
manufacturing and not enough concerned w1th the 
serv1ce sector. In the end, we l1m1ted ourselves to a 
group of manufacturing industries, 1f only because that 
was where our expert1se was strong. You can not afford 
that. The trend to services has cont1nued. lt seems to be 
an mevitable part of ming Incomes. it is JUSt as 
Important to real1ze that manufacturing and serv1ce 
production are becom1ng less separable as 
computemation, mass customization and other such 
developments expand, driven both by technology and 
consumer preferences. 
The MIT team had some things to say about 
customer-supplier relat1ons, but 11 did not pay serious 
attent1on to the nature of outsourcing, especially 
outsourcing across national and continental boundaries, 
to take advantage of low wages elsewhere. Today that 
has become a central 1ssue. To take an extreme 
example, some of my MIT colleagues have just 
publ1shed a study called Made by Hong Kong, not "m" 
but "by". Here I state my own opinion: f1rms 1n the 
advanced countries can not compete w1th poorer 
countnes in aspects of production dom1nated by 
unskilled labour. And they should not want to do so, 
because 11 means acquiescmg 1n poverty. 
A new look must come to grips w1th the need for 
h1gh-1ncome countries to specialize 1n high-
productivity employment (as well as in non-tradables). 
That means takmg seriously the need to Invest in 
human capital, upgrade the less-skilled members of the 
labour force, and generally narrow the range of earning 
capaCities 1n our societies. 
These thmgs can not happen mstantaneously In the 
meanwhile 11 will be necessary to rethmk the financing 
of the soCial safety net. Many European economists have 
explamed why high soc1al charges at the low end of the 
wage scale are a recipe for long-term unemployment. 
Each nat1on has to choose the level of soc1al assistance 
11 wants to prov1de; whatever 11 IS, more of the cost will 
have to be sh1fted away from taxes on wages. 
Analogously, regulatory barners to flex1ble 
adaptation should be rethought, and this is just as true of 
markets for goods as of the market for labour. The old 
MIT team did not think along these lines, because 
regulatory obstacles were not a major factor 1n the U.S., 
compared with def1c1ent busmess practice. But a new 
study can not avo1d getting into such matters. That 
means it will be more public-policy-oriented than its 
predecessor. 
Intellectual cooperation between engmeers and 
technologists and economists does not come easy. One 
m1ght say that they are trained to optimize d1fferent 
thmgs. We can hope that, when they understand one 
another, somethmg useful happens. _I 
• • • • • 
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The New Dimensions of 
competitiveness: Towards a 
European Approach 
B Coriat 
Issue: Over the last ten or fifteen years, an important debate on competitiveness has 
taken place, especially in connection with the series of national "Made In" studies: Made 
in America, Made in France and Made in Japan. This paper draws lessons from this debate, 
aiming to indicate the dramatic changes in the nature and sources of competitiveness in 
the new "global" context. it then uses these insights to suggest how the 
competitiveness of Europe could be strengthened 
Relevance: This paper draws attention to the importance of launching a new "Made in" 
study: Made in Europe. Previous studies have shown that the classical elements of "cost· 
competitiveness" have increasingly to be supplemented by "non-cost competitiveness". 
Microeconomic factors like product quality, differentiation and timeliness are 
increasingly essential to the health of firms. Meso and macro factors such as the quality 
and efficiency of the inter-firm networks, the quality of the infrastructures, and of public 
goods like education, and so on, play a major role in the attractiveness of territories and 
the competitiveness of firms and nations. This paper suggests some new policy 
directions which are needed to take account of these new factors. 
Introduction 
The msp1rallon for this art1cle l1es in the author's conv1ct1on that it is t1me to assess the spectacular developments and sh1fts in recent years in the debate on compet1t1veness. 
By highl1ght1ng the essent1al elements of th1s 
debate, the article seeks to demonstrate all the 
lessons that may be derived from it with a view to 
stimulating the economies of the European 
Union. A further aim of the art1cle is to explore the 
impl1cat1ons for Made in Europe of the new factors 
contnbuting to competitiveness as brought to l1ght 
by the recent debate. The paper starts by briefly 
reviewing the d1fferent not1ons and factors of 
competitiveness. lt then focuses on the new 
... - .. 
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determinants and factors of competitiveness based 
on "non-pnce factors" and on Infrastructures and 
pos1t1ve external1t1es. lt stresses the fact that the;e 
new determinants open new poss1bdit1es for 
employment pol1cy both at the level of the f1rm 
and at more meso or macro levels. 
lt fmally draws the implications of the above 
analys1s for publ1c act1on, and for bus1ness 
pol1cies and strategies. 
context: a fresh start for Europe 
Confronted with maJor changes like 
global1zat1on, deregulation . and the rap1d 
development of the i nformat1on and 
organisational revolutions, most 1ndustrial1zed 
The IPTS Report 
Major economic 
changes have spurred 
industrialized countries 
to reflect upon their 
strengths and 
weaknesses with the 
aim of making the 
most of their 
comparative economic 
advantage 
The IPTS Report 
Spectacular changes 
are tak1ng place 
in the relative 
competitiveness 
of nations and those 
European 1ndustnes 
and firms which are 
able to prosper in the 
new environment will 
form the dynamic 
nucleus of 
the economy of 
the future 
The dom1nant 
conception of 
competitiveness until 
recently is based on a 
comparative measure 
of trade performance 
in relation to a 
country's trading 
partners, 
competitiveness 1s 
deemed to be 
determined by costs, 1n 
particular wages 
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countnes have recently undertaken a sort of competitiveness of f1rms and nations. 
1ntrospect10n, w1th the aim of better Furthermore, the key hypothesis which emerges, 
understandmg the1r unique features as well as and one wh1ch needs to be closely exammed, is 
the1r vital forces, whilst at the same t1me 
pinpomtmg the obstacles to the full explo1tat1on of 
the1r comparative econom1c advantage. Th1s 
introspection has been Judged all the more 
necessary as the changes wh1ch have occurred 
have drastically affected the functionmg of the 
labour market, essent1ally manifested by very 
contrasting performance between the regions, 
zones and nations of the global economy. The 
lmk between competitiveness and employment, 
as well as contrasting performance in th1s respect, 
have thus come under renewed scrutiny. 
it IS for this reason that experts have 
undertaken a series of Made in studies, start1ng 1n 
the USA with the publication of Made 1n America 
IDertouzos, et al., 19891 Th1s was followed by the 
publication of Made 1n France (Taddei and Coriat, 
1993), Made 1n japan (Yoch1kawa, 1994). There 
has also been a parallel 'Made in' debate 1n 
Germany around the concept of "Standort 
Deutschland". 
The European Union has not been exempt 
from th1s self-examination. Since the begmn1ng of 
the 1990s extensive research analys1s has been 
undertaken by the European Commission, and 
two Important recent studies at least deserve 
ment1on. The f1rst 1s the White Paper on Growth, 
Competitiveness and Employment (CEC, 1994a) 
wh1ch proposes a senes of measures aimed at 
fostering new Initiatives at the commun1ty level. 
More recently, the Green Paper on Innovation 
(CEC, 1995) took up the same perspective by 
focusmg on certam crit1cal aspects of the Un1on's 
competitiveness. 
The observation that all these studies make is 
that we are currently witnessmg a senes of 
spectacular changes in the relat1ve 
that those European mdustries and firms which 
are able to prosper in the new environment and 
take advantage of the new norms of 
competitiveness, will form the dynamic nucleus 
of the economy of the future as well as being 1ts 
pnmary source of employment. 
To g1ve substance to th1s hypothesis and 
demonstrate 1ts Implications, 1t is necessary to 
bnefly rev1ew the notion of competitiveness and 
the current rethinking of the phenomenon. 
competitiveness: towards a redefinition 
In practical terms, it must be noted that the 
phenomenon of competitiveness has been the 
subject of vastly differing studies, all usmg 
different cntena to define and measure it. These 
stud1es therefore develop tools of measurement 
and assessment that are not necessarily coherent 
with one another. Restnct1ng ourselves to national 
stud1es, we find three distinct levels 1n the 
discussion, closely related to three ident1f1able 
stages in the process of reflection. 
The most w1despread and, until recently, 
dominant conception of competitiveness held that 
1t IS a measurement made usmg a range of 
economic md1cators wh1ch measure the 
evolution in the foreign trade performance of a 
given economy in relation to its trading partners. 
The most widely accepted "synthetic" indicator IS 
then the "relative unit wage cost", which is the 
ind1cator that has been adopted by the OECD. 
Implicit in this conception of competitiveness IS 
the 1dea that competitiveness is determined by 
the evolution of costs, in particular by wage 
costs. Most economic models based on this 
approach assume that the pnnc1pal mput costs 
(energy, machmery, cap1tal costs and so on ... ) are 
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fixed internationally, such that wage costs are the 
key variable affecting global competitiveness. The 
ensuing hypothesis is that competitiveness and 
un1tary wage cost are inversely related and that 
there 1s a causallmk between the two variables, a 
rise in unit wage cost lead1ng to a fall in 
competitiveness, as measured by foreign trade 
performance 1. 
This conception of competitiveness was 
dominant for a long t1me, desp1te several 
pioneenng econometnc studies that Invalidated 
its hypotheses (see, m particular, Kaldor 1978). 
More recently, however, a series of more 
sophisticated econometric stud1es (Fagerberg 
1988; Lafay and Herzog, 1989; or Ascenc1o and 
Mazier 1991) have demonstrated that the mverse 
relationship postulated does not hold even over 
longer periods of time (a decade m general). On 
the contrary, the studies showed that several 
countries recording an increase in their relative 
unit wage cost simultaneously increased their 
market share. This finding led to renewed interest 
in hypotheses about the importance of "non-cost" 
factors in international competitiveness, since 
these factors compensate for declining cost 
competitiveness. Unfortunately, there IS as yet no 
conclusive research either on the measurement of 
non-cost competitiveness (other than just by 
rema1ning unexplained results), or on 1ts origins 
and determining factors (for a discussion on this 
po1nt, see Taddei and Coria! 1993). 
We are at present witnessing renewed progress 
and new orientations in the debate. A characteristic 
of most recent studies - and in particular the Made 
in senes - is that they do not consider foreign trade 
performance as the only measure of 
competitiveness. These stud1es adopt a more 
"comprehensive" definition, by complementing 
foreign trade performance mdicators with 
economic indicators measuring the evolution of 
• • • • • 
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'welfare' in the economy. Thus, it is argued that 
changes in the level of employment, working time, 
purchasing power, access to public goods and 
services such as health and education are all 
factors that need to be taken into account. In this 
way, the Council on Compettltveness m the Untied 
States 1992 defined competitiveness as "the 
capacity to produce goods and services which 
respond to the demands of international markets, 
whilst at the same time enabling American citizens 
to enjoy a steadily rising standard of living over 
the long-term." This is the approach taken by the 
Made in series, as well as the one outl1ned 1n the 
study on competitiveness m the European Union 
id. Coria!, in Andreassen et al, 1995)2. 
After constderatton of all the above elements, 
the most compelling definition of competitiveness 
IS one wh1ch takes into account foreign trade 
performance (narrowly deftned) on the one hand, 
and economic growth and well-being on the 
other, the latter betng a more comprehensive 
measure of non-material aspects of the economic 
system. We may therefore state that a country (or 
territory) is competitive if its exports are able to 
finance the imports needed to secure its 
economic growth and standard of living, without 
creating any risk of 'imbalances' or bottlenecks. 
In our view, the above defmition has the 
following advantages: 
• By introducing 1nto the measurement of 
competitiveness considerations about the 
standards of living, the new deftntlion frees us 
from the simplistic or 'dangerous' idea that 
competitiveness is solely concerned with 
gaining market share, as measured by a 
country's foreign trade balance (whatever the 
implications of 'external' performance for 
internal growth) 3; 
• Havmg said this, the definition does not deny 
the importance of external economic 
equilibrium; 11 fully subscribes to the idea that 
The IPTS Report 
Studies have shown 
that several countnes 
recording an increase 
in the1r relative unit 
wage cost 
Simultaneously 
increased the1r market 
share 
A country may be 
considered competitive 
if its exports are able to 
finance the imports 
needed to secure its 
economic growth and 
standard of l1v1ng, 
without creating any 
risk of 'imbalances' or 
bottlenecks 
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'Non-cost' factors such 
as product adaptation, 
quality and 1mage, 
need to be added to 
the classic list of 
competitiveness 
factors. Far from being 
hostile to employment, 
these often demand 
Investment 1n human 
resources 
rn an open economy (or 'global' economy, to 
use the current term) 'external' performance 
plays a decrsrve role rn the sense that rt should 
not act as a constrarnt on the pursurt of internal 
economic growth and sacral progress; 
• A further advantage of thrs definition rs that rt 
consrders an economy as competrtrve 
(however developed rts exports or whatever rts 
degree of openness to the global economy) if 
that economy is able to increase the well-being 
of its population by paying for the imports 
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contrrbuting factors to 'cost' competitiveness must 
be added key 'non-cost' contributing factors such 
as non-materral investment, the effrciency of the 
network of co-operatron between trading partners, 
the qualrty and rmage of products, the abrlrty of 
entrepreneurs to drfferentiate these products, adapt 
them to drfferent markets and deliver them on trme. 
A crucral point here rs that the new dimensions to 
competitrveness are not hostrle to employment. On 
the contrary, in most cases additional investment is 
necessary in human resources and organisation to 
needed to ensure its economic growth; thus by acquire new skills or to consolidate existing ones. 
its very defrnrtron the concept excludes the Thus an improvement of competitiveness often 
idea that competrtrveness is synonymous wrth depends on better policres on trarnrng, skills and 
competition for market share; quality of lrfe at work. Such polrcres make room for 
• Lastly, an advantage of the above defrnrtion rs new practrces rn the freld of employment and 
that it leaves open the question of the orrgrns industrral relatrons 
and sources of competrtiveness, whilst at the 
same trme presupposrng that many 
"rmmaterial" goods and services and/or non-
prrce factors (lrke for example the quality of 
publrc goods provrded) are real crrterra of 
competitiveness taken rnto account. 
In conclusron, we may note that the notron of 
competrtrveness adopted rn thrs article, by linking 
growth, standards of living and foreign trade 
parameters to one another makes "the degree of 
freedom a country has in the conduct of its 
affairs" (in overcomrng 'external constrarnts') a 
decisive factor in its competitive position. 
The new dimensions of competitiveness 
and their relation to employment 
Vrewed rn a more 'systemic' way, the quality of 
infrastructure (telecommunicatrons, energy, 
rnformatron networks and the like) or educatron, 
and more generally all public goods with positive 
externalities4 have to be considered not only for 
what is relevant to their contribution to economic 
performance, but also to their contribution to the 
quality of life. Agarn this perspectrve makes 
economrcally realrstrc investments in networks or 
organrsatrons of all krnds, srnce they are also key 
players rn the new envrronment. Thus the new 
dimensions of competitiveness are in keeping with 
concerns about employment and quality of life. 
Finally, what rs needed is a systematic 
exploratron of all the drfferent dimensrons of 
competrtiveness (cost/non-cost, prrce/quality, 
Thrs 'multr-dimensronal' approach to mrcro-economrc, systemrc or structural 
competrtrveness therefore measures overall or competitiveness, etc.) such that recommendations 
'global' performance rn which quality and can be made on how best a country's economy 
rnnovatron in their varrous forms play a key role. can consolidate rts strengths and prnpoint rts 
weaknesses. Such recommendations could 
Seen from a micro-economrc and trade concervably lead to concerted action to reverse 
performance perspectrve, a key hypothesrs of the the current negatrve trend and foster new 
new approach rs the idea that to the list of classrc inrtiatives in frelds in whrch European frrms find 
. . . .- . 
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themselves 1n d1fficulty whilst at the same time behaviour of the firm, s1nce they are at the root of 
strengthening the actions taken to consolidate or the comparative advantages from wh1ch 
create new series of jobs. prospenty stems. 
Lastly we should note that we are deal1ng here As has been sa1d, these new forms of 
with micro-economic or systemic factors, and that competitiveness require a mastery of renewed 
the new approach to competitiveness requires that 
spec1al attention be pa1d to an analysis of the 
potential for progress towards the dual objective of 
mastenng new technologies and organizational 
changes, both f1elds which are currently 
organ1sat1onal skills, wh1ch 1n turn constitute a 
pre-condition for outstandmg performance. 
Thorough attention needs to be paid here to the 
diversity of these new skills and the mstitutional 
contexts from which they emanate, as well as the 
expenencing rap1d change. Joint mastery of the structure of the markets in wh1ch the firm operates. 
newly related fields of Technology /Organization is 
an essential pre-condition for firms to adapt to the There 1s a dual objective here: the first 1s to 
new modes of competitiveness. Indeed, the know- pinpoint 'best practice' techniques 1n d1fferent 
how and specific skills flowmg from the mastery of sectors of European industry and serv1ces, and 
the above-mentioned fields could create a then to make clear how these techniques spread. 
comprehensive group of differential rents (of the The second a1m IS to achieve a better 
organizational, technological or "relational" kind) understanding of the types of publ1c pol1cy which 
which would enable firms to prosper without bemg work best as regards employment creation, by 
put under cost pressure, particularly from wages. studying models of excellence with m the diverse 
European system. Th1s would naturally be 
The aim IS therefore to eluCidate the means 
available to achieve a specifically Made in 
Europe5"quality competitiveness", by focusing 
attention on the know-how and sk1lls requ1red by a 
society m which the accumulation of knowledge 
plays and will play an ever-Increasing role. 
The three specificities of Made in 
Europe 
In order to adapt th1s approach to the 
European Union and its members, a number of 
the problem areas des1gnated in the "Made m ... " 
studies need to be reformulated. 
The new approach has three features: 
1. The behaviour of firms, a key feature of 
the approach 
The essential pomt of departure of the new 
approach is the microeconomics and the 
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1nstruct1ve both for the major economiC players 
(primanly f1rms) as well as for pol1cy-makers. 
2. Diversity, Divergences and Convergences 
The second characteristic relates to the fact 
that we are not dealing here with one nation but 
with an as yet not fully integrated economiC 
un1on within the context of a globally open 
economy. In other words, one must take as a 
starting pomt the obvious fact that within Europe 
pract1ces and institutional contexts6vary greatly, 
a d1versity that requires considerable attention 
since it constitutes a potential comparative 
advantage which needs to be retained and 
further explored. 
it should be noted that the strengthening of the 
European Union by measures such as the Single 
Act and the Single Currency IS mod1fying (by 
either narrowing or accentuatmg its divergences) 
The IPTS Report 
Made in Europe studies 
need to be 
reformulated to pin-
point 'best-practice', 
Identify the strengths 
Europe denves from its 
diversity, and to focus 
on employment and 
social issues 
The IPTS Report 
New policy options can 
be considered 1n the 
l1ght of the emphasis 
this new understanding 
of competitiveness 
places on organ1zat1on, 
Infrastructure, and 
human resources 
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the European her1tage. The debate on the An exammat1on of the relationship between 
trans1t1on to the Smgle Currency 1s a clear compet1t1veness and employment cannot be 
illustration of the arguments concerning tactors of l1m1ted to the 'd1rect' rela!Jons charactenst1c of 
convergence or d1vergence between the d1fferent 
sub-components of Europe, or between the 
different levels of macro-economic pract1ce 
In addition, based on an observation of current 
trends, the a1m IS to amve at a set of 
recommendations wh1ch ensure, contrary to the 
say1ng that "bad money doesn't dnve out good", 
micro- or meso-econom1c analysis. Consideration 
must be g1ven to the 1mpact on employment of the 
different forms of distribution of revenues and the 
way in which productivity gains are shared 
between the different economic agents, as 
determmed by the regulatory framework, 
bargammg structures or type of industnal relations 
1n each field of act1vity or country. These formulae 
or by analogy, that poor practices don't spread at are not equally effic1ent and the most promising-
the expense of good ones. from a pomt of v1ew of their abil1ty to balance 
gains m competitiveness and employment- should 
3. Employment and social Issues 
In keeping w1th the 'comprehensive' defin1t1on 
of compet1t1veness adopted (cf. above) the th1rd 
spec1ficity of Made in Europe is its focus on 
employment and more generally social issues. The 
available ev1dence suggests that the d1fierent 
factors contnbutmg to competitiveness cannot all 
be mobilised 1n the same way and do not have an 
identical 1mpact on employment, since much 
depends on whether a sector is exposed to or 
sheltered from competition, whether it Js facmg 
rising or fall1ng demand or whether 1ndustnes 
under strong pressure from fore1gn compet1t1on 
should be protected or whether the comparat1ve 
advantages wh1ch European f1rms possess should 
be fostered 1nstead. Similarly, the possibilities for 
JOb creation differ according to the sector and field 
of actiVIty. In addition, when formulatmg 
recommendations based on the fmdings of 
emp1ncal studies, a balance needs to be struck 
between, on the one hand, long-established 
mdustnes subject to mutations, and, on the other 
hand, buddmg forward-looking f1rms. In all these 
cases, the dynamic relation between 1ndustnal 
activities and services requ1res spec1al attention to 
the extent that these relatJons l1e at the heart of the 
dynam1cs of employment creat1on and 
competitiveness of f1rms and geographical ent1t1es. 
be given prommence, JUSt as the conditions under 
wh1ch they spread need to be stud1ed. 
Over and above their 1mpact on the 
competitiveness of firms and nations, the different 
European welfare systems need to be evaluated 
JUSt as do best pract1ces 1n this field resulting from 
reforms under way. The a1m here is to establish 
pos1tive scenanos for company performance and 
qual1ty of I ife. 
Implications and Policy Issues 
The advantage of this new defm1t1on of 
competitiveness 1s that 1t enables new policy 
recommendations to be made for Europe. 
We may expect three sets of results: 
• The application of th1s methodology 
highlights the competitive strengths (or 
weaknesses) of firms and mdustnes, stressing 
the role played by contributory factors wh1ch 
up to now have been ignored or insufficiently 
analysed, such as the importance of 
organisational innovations and how they 
spread, the role of organisational and 
technological skills, the learning process in or 
between firms and the quality of the various 
networks which exist in an economy ... These 
• • • • • 
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are all potent1ally nch in pract1cal 
applications for the different stakeholders. 
• A second implication of this new approach IS 
related to the fact that the mtroduct10n of a 
'system1c' d1mens1on to compet1t1veness i.e. 
one which considers the quality of 
infrastructure as a pos1t1ve factor 1n 
competitiveness (both because of its effect on 
standards of living and because of the 
externalities from which firms denve benefit), 
once again brings to the fore the debate on 
public spending. As a result, 
recommendations may be formulated as 
regards the means available to strengthen the 
structural competitiveness of Europe and its 
f1rms, by particularly focus1ng on the 
strengthenmg of 1ts relat1ve attractiveness, 
wh1ch in turn depends on the existing 
networks of co-operatiOn between research 
institutions and mdustry, the qual1ty and 
density of the communications systems, the 
availability of skilled labour or access to 
educational and trainmg facil1t1es. 
Keywords 
• Last, but by no means least, it is important to 
recall that the new d1mens1ons of 
competitiveness are not hostile to 
employment. On the contrary, as it has been 
sa1d before in most cases product-quality and 
product-differentiation, more efficient 
networks or infrastructures... need and 
require more investments and attention to 
human resources ... Employment and qual1ty of 
l1fe are thus reintegrated as key components of 
a policy of global competitiveness. 
lt goes without say1ng that the above 
propositions are all nch in implications for the 
different stakeholders involved - whether 
employees, employers or publ1c authorities. A 
series of new ways are thus opened for f1rms and 
policy-makers. it is our hope, that the arguments 
provided in th1s short paper have contnbuted to 
convmce the reader, that much additional work in 
that direction is needed to explore more 
systematically the d1fferent opportunities that we 
have tned here to sketch bnefly. 6 
Competitiveness, pnce and non-pr1ce competitiveness, infrastuctures, pub I ic utilities positive 
externalities 
References 
• Andreasen, L., Conat, B., Den Hartog, F. and Kaplinsky, R. Europe's Next Step - Organtsational 
Innovation, Competitton and Employment, Frank Cass, London, 1995. 
• Asensio, A., Mazier, ]. Competitivtte, avantages couts et hors-couts et specia!tsatwn 1n 'Revue 
d'Economie lndustnelle', n" 55, 1 er trimestre. 1991 
• CEC, White Paper on Growth, Competition and Employment, Commission of the European 
Commun1t1es, Luxembourg, 1994a. 
• CEC, The European Report on SCience and Technology Indicators 1994, Report EUR 15897, Brussels, 
Commission of the European Commun1t1es. October, 1994b. 
• CEC, Innovation Green Paper, CommiSSion of the European Communities, Luxembourg. 1995 
• Competitiveness Pol1cy Council Annual Report, Washmgton DC, 1992. 
• Dertouzos, M., Lester, R. and Solow, R. M. Made in America - Regaining the Producttve Edge, MIT 
Press, Cambridge, MA, 1989. 
• Fagerberg, j. International Competttiveness, "The Economic journal", Vol. 98, June 1988, pp. 355-
374. 
• • • • • 
© IPTS- JRC- Seville, 1997 
The IPTS Report 
The IPTS Report 
About the author 
Benjamin Coriat is 
Professor of Economics 
at the UniversitY of 
Paris XIII where he 1s 
Director of CREI (Centre 
de Recherche en 
Economie lndustnellel 
and of a PhD 
Programme on 
"lndustml Organisation, 
Innovation and 
International 
Strategies". He 
specializes 1n 
1nternat1onal 
companson of Industrial 
Organisation, Innovation 
and Competitiveness 
He is co-author of Made 
in France sponsored by 
the French Ministry of 
Industry, Europe's Next 
Step - Organisational 
Innovation, Competition 
and Employment, 
sponsored by the 
European CommiSSion 
and has recently 
published two further 
books on the Japanese 
Production System and 
The New Theories of 
the Firm 
N o 1 5 June 1997 
• Kaldor N. The Etfects of Devaluations on Trade in Manufactures 1n "Further Essays in Applied 
Economics", Duckworth, London, 1978. 
• Lafay G. and Herzog C , Commerce mternatwnal: la fin des avantages acquis, Econom1ca, Pans. 
1989. 
• Tadde1 D. and Coria! B. Made 1n France- L'industrie fram;aise dans la competitiOn mondiale, Ed. le 
L1vre de Poche, Hachette, Paris, 1993. 
• Yochikawa, (ed) Made 1n japan, the japan Techno-Econom1cs Soc1ety, Tokyo (English translation 
forthcoming), 1994. 
Notes 
1- A vanat1on of th1s model allows one to pass from cost competitiveness to price compet1t1veness. In 
order to do this, the influence of relat1ve exchange rates based on different evaluations of purchasmg 
power panty are Introduced. lt is therefore poss1ble to define an "effective exchange rate" wh1ch tempers 
competitiveness measured solely 1n terms of unit wage cost. 
2- lt is worth noting that non-cost competitiveness is central to the explanations which these studies give 
for the results they obtam, wh1ch creates a direct link between th1s not1on of competitiveness and the 
prev1ous one 
3- A case in point 1s Brazil wh1ch had enormous fore1gn trade surpluses in the 1980s but low domestic 
economic growth, rising poverty and unemployment. The country cannot therefore be said to have made 
gains in competitiveness. 
4- Recall that externalities (or external economies) 1nclude all the 'external' resources which a firm has 
at 1ts disposal, and wh1ch 11 may call upon dunng 1ts economic activities. Therefore, good 
communications networks or an education system wh1ch trains qualified people as needed constitute 
pos1tive externalities. 
5- W1th this objective 1n mind, and with the support of the European Commission, an initial series of 
studies were recently conducted among 12 European f1rms (cf. the publication ent1tled 'Europe's Next 
Step' by Andreassen et al 1995), the results of which back up the present study. In the same spint, a 
recent publication by the MERIT entitled 'European Report on Sc1ence and Technology Indicators' (CEC, 
1994b) demonstrates that in many f1elds, greater European eff1c1ency in research, mnovat1on and patents 
stems largely from organisational progress both w1thin firms and 1n their relations with public research 
institutions. 
6- Thus, for example, as regards government structure, Europe has forms as diverse as those of Great 
Brita1n and Germany. Similarly professional relationships are governed by totally different mst1tutional 
practices. 
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What is the influence 
of particular forms of 
organization of 
production, innovative 
search and market 
competition upon the 
competitive 
performance of 
individual firms? 
The specJflcJtJes of the 
European ways of 
coordination of 
distributed knowledge 
need to be examined 
along with the social 
embeddedness of 
corporate routines and 
strategies 
market competition upon the competitive 
performance of individual firms (measured, say, in 
terms of prof1ts, market shares, or growth)? Do 
d1fferences 1n individual corporate 
organization/strategies or performances carry an 
impact also upon the collect1ve performance of 
whole countries in terms of, e.g. GDP growth, 
employment or whatever other proxy for collective 
''welfare" IS chosen? But, if there IS at least some 
circumstantial evidence that the answer to the latter 
question might be pos1tive, what accounts for the 
non-purely-random distributions of apparently 
"better" organizations and strateg1es across 
countnes? Or, in a stronger version, why do firms 
and, by implication, countnes, not qu1ckly converge 
to the most eff1cient "way of domg th1ngs"? 
In turn, were one to assess significant and 
persistent differences across countries and maJor 
socio-economic ent1ties (such as the EU, the USA, 
japan, etc.) in both corporate characteristics and 
aggregate performances, what determines them? To 
N o . 1 5 June 1997 
between "competitiveness" (cf. Coriat 1997 in this 
issue), growth and employment; the role of firms' 
organizations and strategies 1n these 1ssues; and, 
the abil1ty of policy-making in shaping long-term 
patterns of industrial change. 
Needless to say, in these short notes 1t 1s 
Impossible to provide any fair account of what we 
know about the answers to this long list of 
questions (which admittedly, in my view, is not 
very much) 1. Rather, 1t m1ght be useful to hint at 
some directions of mvest1gation and, together, at 
the strategic-management and public-policy 
relevance of the answers one m1ght come up with. 
A Closer Look Inside Business 
Organizations ... 
lt IS a step that a few of us have been urging 
and pursuing sc1ent1fically for quite a while: in 
analogy, and together, with "opening the 
technological blackbox" (Rosenberg, 1982; 
what extent 1s this due to the institutional context of Freeman, 1982 and 1984; and Dos1, 1988), let us 
origin (or of location) of the firms? And, conversely, also try to better understand the ways 
what is the extent of discretional1ty of strategic organizations learn "how to do thmgs and 
managerial decisions? Moreover, 1f 1ndeed there Improve/modify these capabilities over time. 
appear to be systematiC links between corporate Hence, the first point: since a fundamental 
charactenstics, context-specific mst1tutions and d1mens1on of busmess f1rms (as well as other 
collective socio-economic outcomes, what are the organ1zat1ons) IS the coordmation of distnbuted 
forms of these relationships? For example, in what knowledge (including of course technological 
respect is it fru1tful to enlarge the not1on of knowledge) in order to perform collective 
competitiveness from individual firms to whole problem-solving tasks, one needs to look at the 
countnes? How far can we safely go in explaming 
d1fferent aggregate performances in terms of 
degrees of "institutional inert1a"? Are there d1verse 
patterns of matching/mismatching between micro-
economic traits and Institutional set-ups yielding 
roughly s1milar macro-economic performances, or, 
conversely, can one unequivocally identify any one 
"best way" to which both institutions and corporate 
strategies should swiftly adapt? And, finally, lurking 
1n the background of all these questions, there are 
even larger ones, concern1ng the relationships 
spec1fic1ties of the European ways (almost 
certainly more than one) of doing that, and their 
revealed outcomes. Second, let us look in 
particular depth at the influence that the social 
embeddedness of corporate routines and 
strateg1es exert upon the d1rections and rates of 
accumulation of problem-solving knowledge 
(Nelson, 1994; Zysman, 1994; and Dosi and 
Kogut 1993). "Social embeddedness" IS a 
shorthand for the ways corporate behaviours are 
shaped by socially specif1c factors such as the 
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nature of the local labour markets, work-force 
training institutions, financial institutions, 
mechanisms governing the birth and finance of 
new firms, etc. 
strategic management orientations have to match 
the patterns of financing and corporate 
governance specific to a g1ven financial system. 
With respect to all the above points, Europe 
Th1rd, if knowledge -as we believe- IS a presents a rich variety of organizational and 
fundamental determinant of competitiveness, it is 
important to achieve a better understanding of the 
ways replication and transferability of 
organizational capabilities IS constrained by the 
idiosyncratic and tacit nature of knowledge 
underpinning problem solving and by the 
difficulty of separating highly mter-related tasks 
and pieces of knowledge. So, for example, part of 
the answer to the question as to why firm a is 
more "compet1t1ve" than f1rm b is likely to rest 
upon the differential knowledge firm a 
incorporates. But what does "organizational 
knowledge" exactly mean? Where does it reside? 
And how can firm b acquire it, too? 
Fourth, and equally Important (as was argued 
in more detail in Conat and Dosi, 1994, 
expanding upon Nelson and Winter, 1982) the 
specific forms of corporate organization and 
routines involve equally specific modes of 
governance of potentially conflicting interests. By 
that, we mean that the "ways of domg things" of 
an organizatiOn go together with a specific 
incent1ve structure for the members of the 
organization itself, and with mechanisms for 
controlling, punishing, rewardmg, etc. In turn, the 
latter influence how an organization learns over 
time and the effectiveness by which it exploits its 
competitive advantage. 
Moreover, modes of learning and modes of 
governance eo-evolve in ways that are likely to be 
specific to national and regional institutions. So, 
for example, the rules for corporate information-
mstitutlonal arrangements. just for the sake of 
illustration think of the differences between an 
'archetypal' German firm w1th its bank-based 
mode of financial governance, 1ts trainmg system, 
its participating labour relations, etc. vs. the much 
more 'market based' British archetype vs. an 
Italian d1strict ... The analysis of such vanety, and 
the related performances, IS not only mteresting 
from a sc1entific point of view, but of course 
entails major pol1cy issues. For example, to what 
extent can nat1onal systems learn from each other 
w1th1n the Un1on? Will they all remain viable 
withm the emerging super-national institutional 
framework? How can one make a collective 
European asset out of such a d1versity? 
From Technology and Corporate 
Organizations to National/Regional 
competitiveness and Employment 
In an extreme synthesiS, our general conjecture 
IS that the nature of bus1ness organizations, their 
capabilities and strategic orientatlons -embedded 
as they are in specific nat1onal institutions- are a 
crucial, albeit often overlooked, 1ngred1ent of the 
competitiveness of nations and regions. Related to 
th1s, the organizational and institutional dimension 
might help in explam1ng what has been discussed 
in Andreasen et al. (1995) under the heading of the 
"European paradox". In essence, it is as follows: 
Most mdicators of scientific and technological 
output (such as international scientific 
publications, patents, etc.) show European 
performance broadly in line with the other maJOr 
shanng, internal training, work-force mobility, etc. International players, ie. the USA and japan. 
typically have to match the ways labour market Although, there is the remarkable exception of 
and industnal relations are organized. Similarly, microelectronics/information technologies, where 
••••• 
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If knowledge determines 
competitiveness then 
understanding its nature 
and the limits to its 
transferability is 
important 
The specific forms of 
corporate organization 
and mechanisms for 
controlling, pun1sh1ng, 
rewarding, etc influence 
how an organization 
learns over time and the 
effectiveness with which 
it exploits its 
competitive advantages 
Europe presents a nch 
variety of organizational 
and 1nstitut1onal 
arrangements How can 
it make a collective asset 
out of this diversity? 
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Although in most fields 
Europe keeps pace 
with its competitors in 
terms of research and 
innovation, it falls 
behind 1n its ability to 
transform its 
knowledge into 
growth, exports and 
employment 
opportunities 
The view of 
competitiveness, 
growth and 
employment as being 
knowledge-centred 
challenges 
conventional wisdom 
that unemployment is 
a malfunction created 
by preventing costs 
from adjusting to the 
market 
Europe appears to lag behind significantly. 
However, a general pomt of European weakness 
appears w1th regards to the "transformation 
capabil1t1es" of sc1entific and technological 
knowledge mto growth, export and employment 
opportunities (cf. Amable and Boyer, 1994, and 
Coria!, 1995). A plausible conjecture (as argued in 
Conat, 1995) is that in fact good parts of the 
European systems of corporate organization 
d1splay major weaknesses and lags 1n tapping 
novel avenues of search, mertia in adjustment, 
1neffic1ent use of human resources and "strateg1c 
myopias" (cf. also Pate! and Pavitt, 1994). 
In a nutshell, the perspective that we suggest 
highl1ghts the cruc1al importance of, jointly 
(a) technology -or more broadly knowledge 
generation and d1ffusion- and 
(b) organizational forms and strateg1es, in shaping 
long-term competitiveness (in the broader 
defmit1on put forward m the compan1on art1cle by 
B. Coria!). 
This approach, while not "new" for a growing 
minonty of economists, business strategists and 
pol1cy makers, IS certa1nly at odds w1th 
entrenched conventional wisdom focusmg upon 
costs denominated in international currency as 
the sole determinant of "competitiveness" (narrow 
sense, cf. Coriat's article) and upon "market 
perfection" as primary cond1110n for the 
attainment of the maximum ach1evable soc1al 
welfare. 
it also has remarkable implications in terms of 
the underly1ng determinants of employment rates. 
Pushmg 1t to the pomt of cancature, there are two 
opposmg v1ews here. F1rst, the conventional one 
says more or less, that unemployment appears 
only as a consequence of some market 
N o 1 5 June 1997 
we could call a knowledge-centred v1ew of 
competitiveness and growth, employment (and 
income) generation are seen as ultimately driven 
by the rates of accumulation and explo1tat1on of 
knowledge in the society. Related cla1ms are that 
(a) knowledge and physical cap1tal accumulation 
go intnns1cally hand-1n-hand (more techn1cally 
they are "dynamically coupled" through positive 
feedbacks) and, 
(b) mcome d1stnbut1on and market cond1t1ons, of 
course, do matter a lot, but they do so pnmarily 
through the mfluence they exert upon the 
patterns of collective learning, on the one hand, 
and on the "dynamic contextability" on any rent-
earning pos1t1on, on the other (in the latter we 
include the ease of entry of new competitors, the 
f1nancial constraints on their poss1bil1ty of 
growth, etc.). These reflections are developed 
further m Dosi (1996). 
Let me be more concrete w1th reference to 
current d1agnoses of competitiveness-growth-
employment links. The bottom line of the 
conventional v1ew is that society (or more likely 
some part of it) has to pay for all three with "blood, 
sweat and tears". So, for example, an almost 
exclusive emphaSIS IS put upon downward 
adJustment 1n 1nput prices as the solution to most 
problems of msufficient competitiveness and 
stagnatmg employment. And any failure of the 
cure IS seen as JUSt revealing this inadequacy of 
the doses of blood, etc. extracted. The other view 
is somewhat more sophisticated (and, possibly 
also for that reason, less appealing: after all it 
would be eas1er if all d1seases could be cured w1th 
a single drug!!). it partly overlaps with the former 
in identifying market competition (and ease of 
in1tial entry conditions) as a highly desirable 
requirement for econom1c dynam1sm2. So, for 
example, both v1ews are likely to share the 
malfunction, mcludmg those ng1dities which conclusion that quite a few mstitutional 
prevent input prices from fix1ng themselves at arrangements m Europe are major culprits for, 
their market cleanng levels. Conversely, m what together, monopolistic rent extraction, consumer 
• • • • • 
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maltreatment and innovative inertia (the track- diffused access to 1nformat1on-processing 
records of many of European PTis, for example, competencies, "intangible Investments", and rap1d 
are unfortunately of this kind). However, g1ven development of the related infrastructures. 
reasonable conditions of competition, and 
incentive compatibility in both product and labour The identification of the core budding blocks of 
markets, the two v1ews are l1kely to depart m terms such a notional scenario, developing upon the 
of pnority prescriptions to foster employment d1scovery of the1r "seeds" already present in the 
growth. The conventional one would be 1nclmed current soc1o-econom1c enwonment, is prec1sely 
to claim that, again, in an extreme cancature - one of the major objectives of the Made m Europe 
"blood is what it takes ... ". Conversely, in the project. As we see it, transition across discretely 
conJecture put forward here, technological and different regimes of knowledge accumulation and 
organizational learnmg m1ght be a maJOr 
collective posit1ve-sum game (Landau and 
Rosenberg, 1986), whereby under certain 
mstitutional and micro-organizational conditions, 
knowledge accumulation couples w1th investment 
opportunities which 1n turn couples w1th labour 
demand wh1ch in turn couples with market 
growth. In the contemporary case at hand, for 
example, a possible ach1evable scenano, albeit by 
no means the only predictable one, is precisely a 
social governance present major "windows of 
opportunity" as Paul David (1988) puts it3, and 
equally maJor opportunities for disasters. These are 
the times where managerial and policy d1scret1onailty 
is h1ghest and where also "st1Ck1ng to old ways of 
domg things" may produce Irreversible losses. If 
successful, the project may indeed prov1de some 
help in lowering the risk that -as in the old joke- the 
drunken man continues to look for his house keys 
under the streetlight since this is the only place where 
renewed path of self-sustained income growth it IS easy to see someth1ng, even though he knows 
characterized, to a major extent, v1a Increasingly that he lost h1s keys somewhere else .... I 
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Notes 
1- A few of the coordinators of the would-be "Made m Europe" project are currently mvolved in an 
exploratory study, assessing the state-of-the-art on a subject of the above 1ssues, sponsored by the DGIII 
of the EU (cf. B. Conat, G. Dos1 and L Soete, Technological Innovation, Organizational Change and 
European Competitiveness, on wh1ch the notes wh1ch follow are largely based). 
2- Although not always attainable due to the rather widespread existence of so-called "market failures" 
1n the econom1st' Jargon, external1t1es, "natural monopolies, dynam1c increasing returns fuzzy 
defm1t1on of property rights, etc. 
3- More generally, on the mterplay between 'h1stoncal lock-ins" and purposeful strategic 
d 1 scretional ity. 
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The Impact of Globalization on 
European Economic Integration 
L Soete 
Issue: This paper examines the relationship between European integration policies and 
globalization. lt looks at the role of new technologies in driving globalization forward. lt 
also considers whether European attempts to harmonize markets in the pursuit of 
economies of scale are still appropriate, and suggests that the key to competitiveness 
may lie in diversity rather than standardization. 
Relevance: European integration policies seeking to achieve cohesion in the European 
economic, social and Innovation system across a single market of 350 million consumers, 
have been careful but slow. In an era of globalization, they are proving to be too slow. 
They may also be increasingly inappropriate in the 'global village· where economic 
success Is Increasingly built upon differentiated markets and local creativity. 
Introduction 
Parallel to the process of economic Integration, as it has taken place over the last twenty years, and particularly with1n the framework of the creat1on of the large 
European "Single Market", European econom1es 
have been confronted by a dramatic increase in the 
degree of structural change at world level. This is 
effectively a process of global economic integration 
often descnbed as "globalization" 1. The last ten 
years can indeed be described as a period of 
historic, major structural change at the world level: 
the collapse of the former socialist countries and 
their rapid opening-up to market-led economic 
mcentives; the shift in world market growth from 
the North Atlant1c OECD area to the Pacific basm 
area with an mcreasmg number of Asian economies 
outperforming the developed countnes' growth 
performance; the creat1on of new regional trading 
blocks in North and South America, m Asia, in the 
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Middle East and in Southern Africa, w1th more rap1d 
growth in trade within than between such 
integrating trade areas; the surge in foreign direct 
investment in these trade blocks with large global 
firms a1ming at presence m each of these markets; 
and last but not least the dramatic reduction in the 
costs of information and communication 
processing, opening up an increasmg number of 
sectors to international trade and giving at least the 
impression of a dramatic reduction in physical 
distances -the world as a v1llage. 
This fast-paced global restructuring process 
raises some fundamental policy challenges at both 
the national and European levels. At the national 
level, it has made policy-makers much more aware 
of the increased international implications of their 
policy actions. Pol1cies that might appear 
"sustainable" within a national or even European 
context, might increasingly appear less so m an 
international context. While the impact of opening 
T t1 e I P T S R e p o r t 
Opening up to global 
international 
restructuring has 
dramatically reduced 
the degrees of 
freedom of policy 
::Jctions in a wide variety 
of fields 
The IPTS Report 
Information and 
communication 
technologies have 
been the 'engine' 
dnv1ng the acceleration 
of the globalization 
process 
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up to global internatronal restructuring mrght still drsciplrne rn itself, filling many bookshelves in 
be in its rnitial stages, rt has rapidly brought to the libraries, I limit myself to a very personal, non-
forefront to what extent degrees of freedom of textbook account of what mrght have 
polrcy actions have been dramatically reduced rn a characterized European economic rntegration 
wide variety of drfferent fields, This does not only over the last two decades, 
hold for traditional macro-economic policy, but 
also for social polrcy, tax policy, socral security In the frnal sectron I turn to some of the new 
polrcy and other policres traditionally preserved at European economic integration polrcy challenges, 
the national leveL These are admrttedly somewhat short in practrcal 
content At this stage the aim is really only to whet 
At the same time, globalization is also rarsing the polrcy-maker's appetite, 
fundamental questions with respect to Europe's 
own rntegration process, The latter is 
characterized by economrc arms which appear 
increasingly to have been overtaken rn their 
purpose and speed of implementation by the 
broader world-wide Integration process (one may 
think of the recent WTO Srngapore agreement on 
the liberalrzatron of rnformation technology 
trade), it brrngs to the forefront the question of 
whether the old process of economic integration 
whereby the central aim rs the reaprng of the scale 
advantages of the large European rnternal market, 
rs not, at least in the area of manufactured goods2, 
entering rnto its decreasing marginal return phase 
and rs not currently in need of new policy 
reflection and possible policy action, 
Globalization: mirage or reality? 
As in many other areas of structural change, 
there rs an ongoing debate about the factual 
evrdence surrounding globalization, Most of the 
readily available evrdence focuses on trade and 
foreign drrect investment flows, This evrdence 
tends to suggest that there has been lrttle rncrease 
rn "globalization", Imports rnto the EU from some 
of the new entrants (the newly industrralising 
countrres (NICs), some of the other Asian 
economies, East-European economies in transitron) 
have increased rapidly over the last twenty years 
but not to such an extent as to explain in any way 
a structural break from the past Similarly, foreign 
drrect rnvestment flows still only represent a small 
In the first sectron of the paper I brrefly drscuss fractron of total investment in most EU countrres, 
some of the marn features of globalization lrnked Clearly, such measures of international flows in 
to new information and communrcatron trade and foreign direct investment reflect only one 
technologies (ICTs), Without wishrng to minimize limited feature of "globalrzation", Growth in the 
the importance of some of the other features of 
global structural change, these technologies 
appear to have been a central "engine" in the 
acceleration of the globalizatron process. In many 
ways, ICTs represent historically, the first ever set 
of "global" technologies that our societies have 
been confronted wrth. 
In the second section I drscuss some of the 
main characteristics of European economic 
integration, As this is a toprc which is now a 
"globalrzation" of frnancial flows over the last two 
decades, for example, has been dramatrc Cross-
border transactions in bonds and equrtres have 
increased in OECD countrres over the last 15 years 
from 1 0% of GDP in 1980 to between 150 and 
250% of GDP rn 1995. At the same time, the 
world-wide volume of foreign exchange trading 
has rncreased to a turnover of more than $1 ,200 bn 
a day (BIS, 1996), Growth rn the exchange of 
information, which has become instantaneously 
and globally available, can on the other hand, only 
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be guessed. There is, I would mamtain, little doubt international access to information and "codified" 
that the world has indeed entered into something knowledge. "Codified" knowledge, including the 
of a new era m wh1ch global access has become economic knowledge of markets, becomes to 
the major charactenst1c of both production and some extent available on a world-w1de bas1s. 
consumption. 
At the centre of th1s process, one fmds of course 
the cluster of new Information and 
Communication Technologies (ICTs) and the 
ability they provide to dramatically reduce 
communication and 1nformat1on handling and 
processing costs. While 1t might be something of a 
misnomer to talk about "global" access in a world 
in which half the population has no direct access 
to public telephony, the trend towards world-wide 
access JS Intrinsically linked with the abil1ty of ICTs 
to cod1fy information and knowledge over both 
distance and t1me. In some areas (such as finance), 
where this process has been accompanied by an 
institutional liberalisation and deregulatiOn 
process, this globalization process has been most 
rapid and is nearly complete: f1nanc1al cap1tal has 
m essence become an internationally mobile 
production factor. In traditional manufacturing 
production, the decl1ne in communication and 
mformatJOn costs has further increased the 
international transparency of markets, reinforcing 
the scope for international location. In areas such 
as serv1ces, new ICTs are often for the f1rst time 
allowing cheap "global" access to low-cost labour 
locations thus facilitating the relocation of various 
"routine" service functions and activities. Firms 
and organisations have come to d1scover the 
benef1ts of international differences m labour costs 
in areas h1therto limited m their International 
tradeability. 
ICTs contribute in other words to global 
economic transparency and, in so far as they bring 
to the forefront the cost advantages of alternative 
While the local capacities to use or have the 
competency to transform such "codified" 
knowledge will vary w1dely, the potential for 
access is there. ICTs, m other words, bring to the 
forefront the potential for catching-up, based upon 
the economic transparency of advantages, while 
stressing the crucial "tacit" and other competency 
elements requ1red to access internatiOnally 
codif1ed knowledge. 
Combined with the significant educational 
efforts in many East European and in some of the 
large Asian countries, ICTs represent a major global 
structural transformation challenge. lt is important 
in th1s context to emphasize at the outset the 
undisputed benefits to the world as a whole of such 
a more transparent, borderless global economy. To 
some extent, the new ICTs correspond to the 
International economist's dream of allowing a 
more transparent global world, in which economic 
incentives are allowing countries to converge more 
rapidly and bnng about a more equal level of 
development at the world-w1de level. 
However, the speed of th1s globalization 
process is, as argued above, likely to raise some 
fundamental poiJCY challenges. This IS particularly 
the case when compared to the slow, carefully 
planned European economic integration process 
wh1ch is, m its implementation, increasingly 
becommg overtaken by this world-wide 
Integration process. 
European economic integration: from 
paradox to paradox 
locations, to international capital mobility and For our purposes, the charactenstics of past 
mternatJonal "outsourcing" of particular activities. European econom1c Integration can be 
Furthermore, ICTs have also positively affected summanzed along the following three lmes.3 
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Since beginning of the 
Single Market creation 
process, extra-
European pressures for 
restructuring have 
taken over and 
increased rapidly 
Not enough attention 
has been paid to the 
trade diversion versus 
trade creat1on impact 
of Europe's integration 
process 
Eirst and foremost, econom1c integration has 
been insp1red by the obvious desire to reap the 
scale advantages of a large, "harmonized" Internal 
market. In manufactunng, th1s process of lntra-
European integration has more or less come to an 
end. Much of the European growth and 
employment boom of the late 1980's, as well as 
the wave of foreign d1rect investment (FDI) inflow 
mto the EU, can be directly associated w1th the 
expected growth opportun1t1es of the then 
forthcoming Single Market. Since then, and 
somewhat paradoxically in terms of the 1992 
timing of the formal Single Market creation 
process, extra-European pressures for restructuring 
in manufacturing have taken over and Increased 
rapidly, e.g. through the open1ng-up of Eastern 
Europe and the rapid export-led growth 
mdustrial1sation pattern of many As1an economies. 
In services by contrast, the intra-European 
economic integration process IS still in 1ts initial 
stages. The long-awaited forthcoming 
liberalization of the telecommunications sector 
across most member countnes will be the f1rst 
clear case of the opening-up of a major serv1ce 
facil1ty. Most other service sectors (public utilities, 
transport) are still relatively closed economiC 
sectors. The difficulties and slowness in opening-
up such service sectors within the EU contrast 
sharply w1th the ease and speed of the 
international opening-up to international trade and 
competition 1n the WTO and in many of the new 
entrants. While the Commission as an institution is 
still playing a major role in such world-wide trade 
liberalization discussions, the extra-EU pressures 
for rapid liberalization and world-w1de integration 
are 1n the process of taking over the carefully 
planned but slow intra-European liberalization 
and integration process. 
An interesting quest1on which, in my view at 
least, has not received enough attention in the 
economic l1terature is the trade d1version versus 
N o 1 5 June 1997 
trade creation impact of Europe's economic 
integration process as it has taken place over the 
last two decades. An interesting hypothesis, 
which I already suggested a couple of years ago 
when analys1ng the poor performance of the 
European electronics industry (Grupp and Soete, 
1993), is that trade diversion has indeed 
dominated some of the most technology-intensive 
sectors. European firms as well as the subsidiaries 
of foreign f1rms have been "diverted" towards the 
easy European member country's' markets, and 
have foregone the -from a competitive and new 
product point of view- tougher US and Japanese 
markets. The result has been mcreasmgly poor 
performance in non-EU markets in some of the 
most dynamic, growing sectors. The wave of 
foreign direct mvestment in the vanous EU-
member countnes, which had already started in 
the 60s and 70s, and accelerated in the 80s in 
view of the forthcommg "Single Market", has 
generally been of the "tariff-Jumping" kind, 
a1ming at presence in the world's largest 
consumer market and hopmg to reap the benef1ts 
of such harmonized internal market, did 1n effect, 
amount to some kmd of 1mport substitution 
industnalizat1on growth process. In doing so they 
(the US, japan) could simply transfer to Europe the 
core competence and knowledge of produc1ng for 
large standardized markets acquired at home. 
From this perspective, the actual economic 
Integration process as it proceeded 1n Europe 
could well be compared with a gradual, 
unwarranted import -substitution-industrialization-
growth process whereby the overall extra-
European competitiveness, particularly in high-
tech sectors, was gradually undermined. it 1s what 
could be called the "fortress paradox" of European 
integration: as Europe thought it would become 
better able to defend itself through the creation of 
its own large internal market, it became weaker 
because it left the most dynamic external markets 
to its competitors (Soete, 1992). 
, . , , , 
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Second, to offset the possible negative effects of Third, the economic integration process was 
increased spec1al1zation on trends towards uneven accompanied by a set of spec1f1c European 
growth and regional divergence -something many industrial and technological policies, fostering 
so-called new trade economists have been mtra-European co-operation m the field of pre-
pointing to-, the European economic Integration 
process has been accompan1ed by a clear policy of 
financ1al transfer from rich to poor countries. 
Hence, "cohesion" became the major second 
policy a1m and was expressed through the creation 
of European Structural and Social Funds that a1med 
at developing better infrastructural provisions in 
peripheral and less-favoured reg1ons. In some of 
these countnes/regions such funds became the 
most important source of public investment. 
In pnorit1zmg "cohes1on", the European 
economic union became gradually charactenzed 
by an economically integrated zone with free 
movement of goods, consumers and fmanc1al 
flows, but not of labour. Rather the contrary, 
desp1te the desire to also achieve the free 
movement of labour, the extent of intra-European 
migratiOn declmed with each new enlargement of 
the un1on. While such lim1ted 1ntra-European 
labour migration fits the objectives of European 
cohes1on, 1.e. to transfer fmanc1al resources to less 
favoured regions and create employment 
opportunities rather than have employment 
migrate to richer reg1ons, the lack of mtra-
European migration reduced in a s1gn1f1cant way 
poss1ble adjustments in the labour market at the 
European level, and in particular possible 
adjustments to shifts m structural change, such as 
globalization. Only in a limited number of high-
skilled areas did mobil1ty increase in any 
significant way, reinforcing rather than reducmg 
intra-European growth divergence. 
competitive R&D, university researchers, 
students, and various support programmes for 
particular technology fields: the so-called 
framework programmes and other related 
technological support programmes. Interestingly, 
these policies that aimed at strengthening 
European competitiveness in high-tech sectors 
have probably been most successful m some of 
the "big sc1ence" RTD areas, where essential scale 
economies could indeed be achieved. In most 
other areas though, when compared to national 
resources, the EU resources available were too 
limited to make any impact 1n shifting or 
redirecting countries' own national priorities, in 
supporting investment m knowledge 
accumulation (both education, training and 
research). At the same time, the international 
access1bil1ty to codified knowledge Increased 
dramatically through the use of ICTs. 
While support for intra-European research 
collaboration might still be welcome in many 
cases, the essential research collaboration will 
often be of a much more global nature, going well 
beyond the European borders. Here too, there 
could be a case of knowledge acquisition 
"diversion", the intra-European exchange having 
taken place at the expense of extra-European 
exchange. In the more basic research areas where 
open international access has always ex1sted, 
such "diversion" might have ultimately had little 
1mpact; in the more applied business research 
areas, it might well have been one of the factors 
beh1nd the dramatiC growth in so-called "strategic 
lt is what could be called the "m1gration alliances" between large European, US and 
paradox" of European integration: as goods and Japanese firms trying to source knowledge more 
capital flows became more mobile across Europe, globally while at the same time benefiting from 
labour became more immobile, further various national or supra-national support 
segmenting labour markets at the national level. programmes. 
• • • • • 
© IPTS - JRC - Seville, 1997 
The IPTS Report 
.. . 
., 
f(\ 
~ 
"' 0 
As Europe thought it -o$ 
would become better 
able to defend 1tself 
through the creation 
of its own large internal 
market it became 
weaker because it left 
the most dynamic 
external markets to its 
competitors 
As goods and cap1tal 
flows became more 
mobile across Europe, 
labour became more 
immobile, further 
segmenting labour 
markets at the 
national level 
26 
The IPTS Report 
At the time when 
Europe invested in 
intra-European 
research, the 
advantages of such 
geographically 
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process-oriented 
technological change 
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lt is what could be called the "European European economic integration so far have to 
paradox": as Europe invested 1n mtra-European some extent reached their natural l1m1ts and can 
research, in the collaboration and exchange of be further pursued w1thin the broader world 
scientific knowledge among European sc1ent1sts, 
or even in the technological strengthenmg of the 
compet1t1ve potential of European firms, the 
advantages of such geographically "bounded" 
collaboration have become margmal, g1ven the 
dramatically mcreased opportunities for the fast 
exchange of information and co-operation. 
In l1sting these, for the unwarned reader, 
somewhat peculiar charactenst1cs of Europe's 
economic mtegrat1on process, I realize of course 
that I have painted a rather one-sided picture of 
what I cons1der to have been some negative 
side-effects of the process of econom 1c 
mtegrat1on as it has taken place in Europe over 
the last ten to twenty years. My main point will 
hopefully be clear: the "diversion" effects 
accompanying intense Integration processes 
such as the formmg of the European Union, can 
take many forms. In the case of Europe, the 
s1mple fact that this mtegratlon process was 
accompanied by a much faster "external" world 
econom1c mtegrat1on process m1ght well have 
led to a systematic diversion away from some of 
the most s1gn1ficant new trade opportunities 
linked to globalization. 
From the Single Market to Europe's 
Diversified Markets 
The new challenges brought about by 
globalization imply to some extent the need for 
pol1cies which focus more on the peculiar 
charactenstics of the enormous variety 1n 
European development, and try to build upon 
these to develop new dynamic growth 
opportunities. lt means, 1n the first instance, 
acknowledging that the reaping of industrial 
scale advantages and the need for regulatory 
harmonization wh1ch have characterized 
economic context. In a more general sense 1t also 
means recognizing that there has been an over-
preoccupation 1n Europe w1th labour 
effic1ency Improvements and process-oriented 
technological change, reflected e.g. at the macro-
level 1n a systematically lower cap1tal-labour 
substitution elasticity than 1n the US or japan 
(CEC, 1994). While there IS l1ttle doubt that the 
ach1evement of scale advantages will contmue to 
be one of the major challenges 1n many new 
sectors, such as new information serv1ces and 
products heavily dependent on scale economies, 
there IS also l1ttle doubt that European 
competitiveness and extra-European growth 
opportunities will have to depend on somethmg 
more, somethmg specific to Europe. 
Indeed, the econom1es of scale in many 
information goods are often even more dramatiC 
and sign1f1cant than in the case of manufactured 
goods. The lack of a harmonized European 
market in many bas1c serv1ces sectors is a major 
cost factor and undoubtedly has an overall 
negative impact on European competitiveness 1n 
many other sectors. In mformat10n serv1ces the 
fragmented European market is undoubtedly a 
major barrier not just for the rapid diffusion of 
information serv1ces but also for the emergence 
of a competitive European multi-media industry. 
But even 1n this case 1t will be obvious that 
policies which would s1mply aim at reap1ng the 
advantages of scale economies would in the end 
undermine some of the essence itself of 
European competitiveness based on 1ts 
widespread cultural, educational and soc1al 
d1versity. The gu1d1ng policy pnnc1ple can to 
some extent no longer be that the EU contams 
one of the world's largest consumer markets of 
350 m1llion, but that the EU contains one of the 
most culturally, educationally and socially 
• • • • • 
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diverse markets with, as Sir David Puttnam put it, 
a potential of 350 mill1on potent1al producers4. 
From this perspective, the current world 
economic integration process signals the need 
for Europe to develop a new, d1fferent economic 
integration process. This process no longer puts 
the sole emphasis on the need for the 
standardizatiOn and harmonisation of products 
and services, access to "open" mfrastructure, 
and improved transparency of markets across 
Europe. Instead it recognizes and nurtures the 
many differences 1n tastes, cultures and talents. 
The extent to which such new pol1c1es, 
reflectmg 1n many ways the des1re for dec1sion 
making, both in business and government, that IS 
Keywords 
more decentralized and nearer to Citizen , can 
indeed enhance this "product1ve" potential of 
Europe's enormous variety into compet1t1ve 
advantage is l1kely to become the central 
question that will have to be addressed in the 
coming years. lt relates to the degree to wh1ch the 
large mternal market advantage IS not only 
translated into the satisfaction of common 
material and information needs at lower prices, 
but also mto a productive creativity potential and 
communication and exchange needs of diversity 
and variety. lt is in this sense that the slogan 
"Made in Europe" should be understood. lt is also 
1n th1s sense that locat1on of production does 
indeed matter, even in a world which 
1ncreasmgly looks like a v1llage. • 
Globalization, Econom1c integration, European diversity, competitiveness 
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Notes 
1- No attempt is made here to refer to the volummous literature which has been published over the last 
decades on "globalization". In wnting this short paper I have been much mspired by ongomg research 
w1th1n the framework of the TSER proJect "Technology, Economic Integration and Social Cohes1on" and 
in particular the contributions of Amable, et al. 1997; Archibugi and M1chie, 1997; Chesnais, 1996; 
Fagerberg, 1996 and the numerous TSER m1meo papers. 
2- In saymg th1s I adm1t of course that the process of European econom1c 1ntegrat1on 1n services and 1n 
particular utdit1es is still far from complete. In many of these sectors, ind1v1dual member countries' 
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markets are still very much closed. But as the case of telecommunications illustrates, here too global 
integration and opening-up seems to have taken over from European integration both 1n speed and 
implementation. 
3- In contrast to most current debates on economic mtegration I do not address the 1ssue here of 
monetary union. 
4- In the words of Sir Dav1d Puttnam at the !People F1rst Conference in Dublin!, "A leading busmessman 
was enthusing that the true value of the single market lay in its having brought together 300 mill1on 
customers. Surely, I asked h1m, isn't the real value of the single market that it offers us new ways of 
making Europe a more productive society? Our long-term future IS not going to be decided by how much 
we consume but by what we produce, the way we produce it and the extent to which the process of 
production includes the e1ghteen mill1on of our fellow citizens who presently find themselves 
unemployed and therefore excluded both as consumers and as producers". 
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Made for Living? sustainable Welfare 
and competitiveness 
K. Ducatel, G. Fahrenkrog and J Gavigan 
Issue: This paper argues that higher social standards are needed for international 
competition and growth. A high quality, well-motivated workforce is of course essential, 
and social spending represents an important area in which effective demand is created. 
Attempts to meet, rather than stifle, new social demands can be a seedbed for an 
innovative economy. 
Relevance: The debate on European competitiveness tends either to disregard social 
issues or to see high social standards as a cost which will have to minimized if Europe is 
to remain competitive. Too little of the debate has looked at the positive role which is 
played by social innovation, yet it is in the social economy that we have to look to find 
the critical challenges and possibilities for new policies which can help us to construct a 
new self-reinforcing system of growth between the economic and social realms. 
Introduction 
In th1s era of global competition 1t IS often questioned whether Europe can still afford high levels of soc1al welfare, and whether h1gh standards of l1v1ng might not act as a 
drag on our competitiveness by increasing the 
burden of taxat1on and cost of wages. However it 
could be that the reverse IS in fact the case, that 
actually our future compet1t1veness crucially 
depends upon these high levels of well-be1ng. 
much attention 1n the debate on competitiveness 
is placed upon the econom1c s1de of the 1ssue and 
not enough on the complementary social 
contribution. This is like an athlete who exercises 
only one leg, hardly a winn1ng formula! 
We then go on to try to sketch out a not1on of 
competitiveness wh1ch is more holistic, wh1ch 
seeks a balance between economic performance 
and soc1al efficiency. We invest1gate some of the 
forms this might take by look1ng at some recent 
The link between competitiveness and well- social mnovations 1n the areas of ageing, health 
being, and whether it is possible to find positive and education, where social challenges are being 
sum policy frameworks which will support met 1n ways wh1ch ra1se both the quality of life 
economic growth and socially sustainable and economic efficiency. 
development, needs to be explored. 
In th1s art1cle we lay out some initial ideas on 
the relationship between competitiveness and 
social well-being. We begm by argu1ng that too 
. . . .- . 
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Our purpose in this paper is to help to define 
an agenda for mquiry and policy experimentation, 
and thereby to launch a debate. In part1cular we 
ask if it IS possible to defme forms of 
l'l1e IPTS Report 
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competitiveness for the European context so that we would agree w1th Coriat (1997, 1n th1s Issue) 
they are Made for Living? We do not know if it is that competitiveness pol1cy should Incorporate 
possible, only that it IS necessary' well-being as a fundamental pnnc1ple. But this 
does not mean that we can have a blank 
competitiveness and well-being 
Our question IS not whether we can afford 
high levels of well-bemg but how we can go 
about affording 1t 1n an age of global competition. 
Our pol1cy perspective is that, economic 
development has l1ttle meaning if it does not 
del1ver higher standards of living. For this reason, 
chequebook on soc1al spendmg. As Soete (1997, 
also in th1s issue) argues, if globalization means 
anything, it means that the degrees of freedom of 
policy action are reduced in many areas which 
were previously national level issues, includmg 
soc1al expenditure. So how can we balance the 
econom1c demands of globalization with the need 
to improve levels of welfare? 
Box 1: Health and the InfOrmation society 
The organization of health services in the EU varies substantially from one member state to another 
because of differences in financing, legislation and health care practices. However, all countries 
face major challenges. Demand is both increasing and changing on account of demographic ageing 
(l1fe expectancy rose from 72 to 76.5 in the EU from 1970 to 1990), which leads to greater demand 
for treatments for chronic conditions; changes in the types of diseases such as environment-related 
allergies and cancer in some areas or wealth-related diseases such as obesity and heart disease. 
People who are living longer and are wealthier also have rising expectations of health. Also, there 
are many mnovations in treatments and medical technology, many of which come at a higher cost. 
At the same time there are pressures to contain demand for health expenditure, especially those 
parts of it which draw on public budgets. 
Many innovations have, therefore, been attempted in the health sector in order to increase control 
over costs without compromising the quality of care. These include a mixture of organizational and 
technological innovations such as: 
1- The move towards 'evidence-based medicine' which tracks down and critically appraises the 
efficacy and effectiveness of clinical practices, w1th the aim of increasing the accountability of 
health services and the planning of health systems. 
2- The development of patient data networks which allow rapid transfer of medical records from 
general practitioners to specialists and hospitals. This also requires cooperation and standardization 
between these different health organizations. 
3- A shift from institutionalized curative health care to prevention and promotion orientated 
community-based services, so that the notion of health becomes a concern of wider sectors of 
society: employers, educators, social services, the media, communities and people themselves. 
4- 'Seamless-care systems' which are client-orientated with a system-wide network of health 
institutions including administrative functions, care delivery, follow-up and evaluation. 
Source Rantanen and Lehtlnen (19971 
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In the first place, we need to develop models of participative. By contrast, an over concentration 
welfare wh1ch are compatible with the 'new norms on lowering costs would lead to a lowest-
of compet1t1veness', wh1ch Conat argues are the common-denominator soc1ety wh1ch would have 
dynamic nucleus of the economy of the future. to cope with an increasmg drag on 
These 'norms' are derived from the series of 'Made 
in .. .' studies which have accumulated ev1dence 
that there IS a shift away from pure cost-
competition. Successful f1rms today are 
mcreasingly competing on non-cost factors such as 
quality, timeliness, adaptability, mnovat1veness and 
so on. All these factors requ1re changes in the 
competitiveness caused by rising numbers of 
poorly educated, demotivated, marginalized and 
sick people. Social development is not JUSt 'n1ce 
to do', we have to do it. 
We can see then that there is an instrumental 
argument for high standards of social well-be1ng. 
micro-behav1our of the firm. Competitive We need it because it IS the bas1s of a productive 
performance now is built on the capac1ty of the workforce. If we leave the argument at that pomt, 
organization to learn and to adapt (see Dos1 1997, however, we would be committing the error of 
in this 1ssue). Organizational learning depends concentratmg only on the economic rationale. 
crucially upon the routines of knowledge 
acquisition and appl1cat1on in the firm, which in 
turn rely upon the modes of governance wh1ch are 
operative 1n the firm's social and mst1tut1onal 
milieu and the competences of the ind1v1duals who 
make up the f1rm's management and workforce. 
Sett1ng out from the 'new norms of 
competitiveness', therefore, very quickly leads us 
to the conclusion that competitiveness depends 
upon the way we work and the workers we are. In 
other words, the new competitiveness is built 
upon the knowledge wh1ch is embedded in 
individuals, groups of individuals and 1n our 
mslltullons and practices. What are these if not 
social relations wh1ch mirror both organizational 
pract1ces and the wider social patterns of 
institutional and cultural practices within which 
the firm operates? Thus we feel justified to argue 
that social practices should not be construed as a 
barrier to competitiveness, but· rather as 1ts 
bedrock. More specifically, in the context of the 
new norms of competitiveness, a successful 
Europe depends upon the productivity of its 
people. Thus one leg of our model of sustainable 
welfare is that new norms of competitiveness 
requires a workforce which is knowledgeable, 
articulate, fit and active, as well as motivated and 
• • • • • 
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Soc1al well-being IS not just 'necessary' or 'nice', 
surely it is the po1nt of economic development. 
Thus, we would argue that the other leg of 
competitiveness policy is the idea that soc1al well-
being should dnve our search for 
compet1t1veness, even whilst we accept the 
constraints on social development which are 
1mposed by the need to remain compet1t1ve. 
sustainable welfare and social well· 
being 
Sceptical readers may by now be quest1on1ng 
the credibility of our arguments: surely the reality 
is that welfare systems are under pressure 
because of shrinking budgets and 1ncreasmg 
demands? Our response is qu1te simple: how we 
can maintain our existing systems in the face of 
their self-evident failings is the wrong question to 
ask. The point is that these systems are not 
sustainable in their present form, we have to 
build them anew. 
Thus, the pol1cy question is not whether we 
can find a positive sum between competitiveness 
and well-bemg but how we can do 1t. This is one 
of the largest and most Important issues of public 
policy which Europe faces today. it 1s, then, hardly 
T l1 e I PT S Re port 
We need to develop 
models of welfare 
which are compatible 
vVIth the 'new norms of 
competitiveness' 
Competitiveness 
depends upon the way 
we work and the 
workers we are, it is 
built upon the 
knowledge which 1s 
embedded 1n 
individuals, groups of 
1nd1viduals and in our 
institutions and 
practices 
Competitiveness 
requ1res a workforce 
WhiCh IS 
knowledgeable, 
articulate, fit and 
active, as well as 
motivated and 
participative By 
contrast, an over-
concentration on 
lowenng costs would 
lead to a lowest-
common-denominator 
society 
31 
The IPTS Report 
The period from the 
1940s to the 1970s was 
not a Golden Age of 
Welfare to which we 
would want to return, 
even 1f we could 
N o 1 5 June 1997 
Box 2: Life-long learning for life-long earning 
There is a widespread recognition that the current 'once and for all' education system is ill-suited 
to a technologically dynamic economy. Most of the working population of the year 2020 is already 
in the labour force, yet most of the technology they will be working with is not yet even on the 
drawing board (or CAD screen!). Also, work increasingly demands cognitive, problem-solving skills 
and communication and 'working-together' skills in addition to the traditional 'know-what' and 
'know-how' delivered by the education and training systems. 
To meet th1s challenge social innovations in our understanding of education and training are 
leading to a transition towards the more holistic idea of learning. This includes: 
1- New models of schooling, especially in the early years of schooling, which stress the 
development of a high level of cognitive and social development, to develop reasonmg abilities, 
the capacity to work in teams, and communication, negotiation and judgmental skills. 
2- A closer mtegration of work and learning, so that training for specific tasks (which is crucial to 
getting into work) takes place in the context of learning underlying general principles (crucial to 
being able to keep a job in the longer term). 
3- A new economics of education; somehow we have to find the means to pay for life-long 
learning, wh1ch include new financing arrangements and incentives, the use of technologies to 
deliver education in a more flexible and cost-effective manner, and so on. 
(Source. Ducatel, et al 1997> 
surprising that we cannot do the issue -justice 1n 'improvements in well-bemg' are based upon our 
this short article. Moreover, the answers do not yet experience, and partial rejection, of eXJStmg 
exist. Indeed, the purpose of th1s component of models of welfare provision. 
the Made 1n Europe project is to contribute to th1s 
policy agenda. In approaching the 1ssue of welfare, therefore, 
But, we can begm by raising a central pomt 
wh1ch has to be addressed before we can move 
forward 1n the debate: what do we understand by 
the terms social well-being and sustamable 
welfare? Clearly, 'well-being' is a relat1ve 
concept. For instance, if we look back to the 
Institutionalization of welfare in European 
soc1ety, which we associate w1th the 
establishment of the vanous national welfare 
states from the 1940s onwards, the social 
problems which they were set up to tackle were 
quite different to the social challenges we face 
today. Not least, our expectations of 
we should be open about the definitions we are 
playing with. In particular, we should remember 
that the period from the 1940s to the 1970s was 
not a Golden Age of Welfare to which we would 
want to return, even if we could. The critique of 
the centralized welfare state was as much 
associated w1th its soc1al failures as its economic 
ones (see for instance, Moran, 1990). For 
example, one clear area of failure of the old 
model was in its Institutionalization of many areas 
of mequal1ty. There were widespread gender 
biases m entitlements to rights based on 
assumptions about the role of women, the 
structure of families and so on. Empirical stud1es 
• • • • • 
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in the areas of education, health and housing all inefficiency) where it was unable to allocate its 
tended to show that many publ1c serv1ces are internal resources eff1ciently, or even to ident1fy 
regress1ve in the sense that the m1ddle classes get what areas of need should be met and how. Such 
more from the welfare state than poorer people 
(and espec1ally the very poor). 
As a result, dunng the 1980s there was a 
questioning of the notion of centralized welfare 
systems. There has been w1despread 
expenmentation with InStitUtional reforms such as 
pnvat1zation, deregulation and liberalization . In 
many areas we have seen a growth of self-help 
and voluntary action, especially in the growth of 
the third sector, along with the realizat1on that the 
State does not have a monopoly on welfare and 
well-be1ng. Welfare also depends upon the 
creativity and efforts of individuals, social groups 
and communities and well-bemg means more 
than just a definable level of soc1al services. 
Institutional innovations are surely part of the 
challenge of sustainable welfare, where costs are 
under control, and are allocated 1n a transparent 
way so that we can see whose needs are being 
met and how. 
New norms of social provision and 
well-being? 
But what would policies for sustainable 
welfare look l1ke? We can surely get part of the 
answer from these expenments, which have 
a1med to loosen up traditional publ1c serv1ces so 
that they become more cost-effective and 
responsive? We can see some of the possible lines 
of mnovation in the attached boxes wh1ch briefly 
summarize a few recent 1nnovat1ons in the areas 
Much of this experimentation was JUStified by of health and education (Boxes 1 and 2). Here we 
its proponents on the grounds not only of its can begin to discern some clear lmes of action 
potential to deliver more cost-effect1ve serv1ces, such as greater transparency, targeting, cost-
but because 1t ra1ses the transparency, flexibility effectiveness and a responsiveness to the 
and responsiveness of serv1ces. lt IS argued that demands of c1t1zens. 
people are liberated from repressive bureaucratic 
agencies by shifting the role of the state away But, surely sustainable welfare means 
from being the direct prov1der of services to being somethmg more than just a more eff1c1ent, 
the regulator of the serv1ces. This in pnnciple transparent and flex1ble version of the old 
allows the state to become solely the guarantor of systems? As these boxes show, we face new 
equitable access rather than being compromised challenges not least in relat1on to the 
by also bemg the service prov1der. demographic ageing of Europe (see Box 3). The 
central challenge revealed in these boxes is the 
Such trends have of course also been need to fmd models of soc1al development wh1ch 
propelled by the need to find sav1ngs 1n the are based on budding on, rather than 
burgeoning budgets of the public sector. The squandering, the human capital of our people 
institutional reforms of the 1980s and 1990s were (Again, th1s kmd of message IS in line w1th the 
at least as much concerned with mcreasmg message of the 'Made in .. .' studies, which suggest 
efficiency as meeting growing soc1al needs. For that competitiveness depends on not wasting the 
instance, an Important aspect of the criticism of talents and energies of people). lt is also possible 
the bureaucratic welfare state was that it had that such social development can build in a 
become too large and complex. As a result 1t localized and decentralized way to create 
suffered from the 'dinosaur effect' (or X- employment (CEC, 1996). 
• • • • • 
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But, there are gl1mpses of further lessons m development is more of an appropriate objective 
these examples. First, that social mnovatlon IS for soc1al innovation, than an argument for 
needed not 1ust to control costs but to meet new rat1oning serv1ces. 
demands. These demands create the basis for 
further mnovation and growth. The development 
of well-being IS a prime motor of growth. We 
1gnore it at our penl, for by promoting social 
development we can create new markets and in 
turn aid rather than hmder our development. The 
question is how to stimulate these demands m 
ways which promote a virtuous mcle of supply 
and demand wh1ch feeds growth and meets 
needs. The search for such self-re1nforc1ng (and, in 
Also, we see in these examples a trend towards 
the breakdown of barriers between eXISting actors, 
institutions and organ1zat1ons. Old, clearly 
demarcated roles are blurring, to be replaced by 
more flex1ble relationships: partnerships for learn1ng 
between employers and educators; or seamless care 
m health services. Clearly, we are dealmg here with 
a new, more open, set of actors who are involved in 
welfare proviSion. This could also be part of the 
the longer term, sustainable) cycles of process of 'bu!ldmg in' sustamabi11ty, where the 
Box 3: The social Challenge of an Ageing Europe 
This is one the most frequently cited components of major changes in demography throughout the 
EU and elsewhere, which have been long predicted, and which have important consequences for 
virtually all aspects of society and the economy. The various components 1nclude a fall in overall 
population, a decline in the number of children and young people, a s1gnificant drop in the people 
of work1ng age, and an explos1on in the number of people approaching retirement and old age. 
The issues include how to meet the needs, welfare requirements and expectations of a dependent 
population made up primarily of pensioners. How will the productive population absorb the 
pressures that this places on them, without compromising overall societal well-being and quality-
of-life expectations? 
Social responses are needed to meet the challenge of an ageing Europe. Will there have to be a rise 
in retirement age to keep older people economically act1ve longer? In the context of fast 
technological change, how do we confront the ageism we see in the labour market, where youth 
seems necessary to get a job? What scope is there to rethink the traditional sharp boundaries 
between work and retirement, with more incremental withdrawal from the labour force. Perhaps, 
as in japan, we could develop the idea of moving into a new phase of workmg life with a d1fferent 
employer on a lower income, but supported by a partial pension? 
What will the effect of ageing be on technological innovation as the growmg numbers of older 
people exerc1se the1r choices in the market place? For instance, major new markets will open up 
in re-engineering goods and services for the house and home, transport and mobility, food, clothing 
and leisure, etc. 
Sources Gav1gan 119961 and Saranumm1 119961 
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state is ne1ther dommant nor expected to pick up the institutional pillars of social life (health, 
the tab, but is just one of stakeholders 1n social education, care for the elderly, urban enVIronment) 
development. Surely, well-being is too important to are not just serv1ces, but part of the fabric of civil 
be left to government to provide! soc1ety. For this reason, the consequences of social 
Innovation are even more far reaching and sensitive 
However, 1t IS exactly here that there are maJor than the complementary changes taking place in 
unresolved questions over our conception of 
sustamable welfare and well-being. In the first 
place, many of the insights we have are based on 
models of social development which are arguably 
more dnven by the need to restrain costs than to 
meet the objective of social development: once 
again the economic issues dnve the soc1al ones. 
it IS disappo1nt1ng to report, also, that many of 
these soc1al innovations are not without practical 
1mplementat1on problems. For mstance, the 
market1zalion of health serv1ces may ra1se 
transparency but this usually Involves an even higher 
level of transaction costs. In order to guarantee that 
private sector mnovalion. 
Towards a new social settlement? 
Can we identify some key elements emergmg 
from our discussion of the relat1onsh1p between 
competitiveness and well-be1ng wh1ch might point 
us towards a more sustainable notion of welfare? We 
stress again that soc1al development should not be 
seen as a cost, but the foundation of competitiveness. 
The new norms of competitiveness rest upon social 
Investments in education, particularly, but also health 
care and other public goods. By the same token, the 
evolut1on of social demands should not be seen 
social aims are being met the tendency is to require solely as a problem, but as a source of new markets 
the services to meet performance targets. In turn, this and therefore a motor of growth. 
requ1res a large scale accounting exercise wh1ch ties 
up resources. In addition, achieving performance We have tned to show this perspective in which 
ind1cators can itself set up a system of perverse well-being as the companion of competitiveness casts 
incentives, where the aim of the organization IS to recent social innovations in areas such as health, 
meet its targets rather than to deliver the welfare that education and so on in a new l1ght. it will allow us to 
is 1ts underlymg purpose. set different priorities when we look at new 1deas 
about the economics of publ1c serv1ces. We can 
More fundamentally, the process of defining certainly look to the new norms of competitiveness 
targets is not politically neutral. lt tends to reflect for inspiration, w1th its concepts such as flexibility, 
particular vested interests and/or to be open to responsiveness, customization and transparency. But 
exploitation by well-informed groups who can use perhaps we need to look beyond that, towards a 
the system to their advantage -thus leading once much more flexible institutional structure opening up, 
agam to the risk of the mstitutionalizalion of w1th a wider range of social actors getting involved 
exclusion. and a greater emphasis on locally-def1ned solutions. 
Also, whilst our new models may be more However, we can also identify some major 
reflective of individual aspirations and choice they challenges wh1ch have to be d1scerned better 
raise the question of the future of citizenship and before we can really claim to have even a broad-
social solidarity. Arguably, what we are seeing IS a brush portrait of sustamable welfare. First, we 
consumenzalion of society, in wh1ch people are have to accept the fact that publ1c serv1ces are 1n 
regarded as customers rather than cit1zens. Many of some respects inherently distinct from private 
• • • • • 
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services. This means that the management traditions means that any attempt to stra1t1acket 
lessons of the new m1cro-econom1cs of ex1stmg practices into a smgle (global) best 
competitiveness cannot Simply be transferred en practice will be sub-opt1mal. Moreover, surely, 
bloc mto the publ1c domam. Publ1c serv1ces one of the lessons we learn from the 'Made m .. .' 
have trad1t10nally provided an important part of 
the transmission of culture. The clearest place 
studies is that the concept of the 'One Best Way' 
is on the way out, not least because of the 
where we can see th1s IS 1n the role of education d1vers1ty and constant modif1cation of 
as a condu1t for the transm1ss1on of culture and consumer tastes. From th1s perspective, the 
for the socialization of young people. lt is not challenge becomes not how to homogen1ze 
easy to see what the consequences are of Europe but how to make diversity into a 
devolving education to quasi-private enterpnse. compet1t1ve advantage. 
More generally, public serv1ces have an 
Important role 1n reinforcing soc1al sol1danty There 1s, then, l1kely to be no s1mple or 
which again, does not sit easily with single such model for sustainable welfare: no 
custom1zation and flextbdtzatlon concepts 'one best way'. Instead we have to build up and 
which underl1e the new management thmkmg. build upon the capac1t1es of our people and our 
social institutions. We also believe that the 
But the articulation between soc1al 
development and compet1t1veness is surely 
worth closer mvest1gat1on, not least because 1t 
has Important 1mpl1cat1ons for pol1cy. Let us 
take the example of Europe's nch cultural and 
social d1vers1ty, wh1ch means that the way we 
work reflects culture and soc1al norms and 
values as much as economic discipline. Such 
norms are trad1t10ns, attemptmg rapid change 
can only result in dislocation and failure. In 
the1r d1fferent ways, Conat, Dos1 and Soete all 
argue that the diversity of such European 
answers to the questions we raise here will 
come not from fundamental pos1t1ons of 
philosophy but from soc1al expenmentation and 
then evaluation and discussion of the results. In 
th1s paper we have attempted to outline some 
areas of soc1al mnovat1on wh1ch might provide 
the basis for a policy agenda on soc1al 
sustamabd1ty. Our 1ntent1on has been merely to 
kick off a debate, we claim nothing more, but 
we think that if the European economy is to be 
competitive, it will need to run on both 1ts legs: 
the soc1al as well as the economic. I 
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A B 0 u T T H E I p T s 
The IPTS is one of the seven institutes of the joint Research Centre of the EU Commission. Its remit 
is the observation and follow-up of technological change m its broadest sense, in order to 
understand better its links with economic and social change. The Institute carries out and co-
ordinates rsearch to imporve our understanding of the impact of new technologies, and their 
relationship to their socio-economic context. 
The purpose of this work is to support the decision-maker in the management of change pivotally 
anchored on S(f developments. In this endeavour IPTS enjoys a dual advantage: being a part of the 
Commission IPTS shares EU goals and priorities; on the other hand it cherishes its research institute 
neutrality and distance from the intricacies of actual policy-making. This combination allows the 
IPTS to build bridges betwen EU undertakings, contributing to and co-ordinating the creation of 
common knowledge bases at the disposal of all stake-holders. Though the work of the IPTS is 
mainly addressed to the Commission, it also works with decision-makers in the European 
Parliament, and agencies and institutions in the Member States. 
The Institute's main activities, defined in close cooperation with the decision-maker are: 
1. Technology Watch. This activity aims to alert European decision-makers to the social, econom1c 
and political consequences of major technological issues and trends. This is achieved through the 
European Science and Technology Observatory (ESTO), a European-wide network of nationally 
based organisations. The IPTS is the central node of ESTO, co-ordinating technology watch 'joint 
ventures' with the aim of better understanding technological change. 
2. Technology, employment & competitiveness. Given the significance of these issues for Europe 
and the EU institutions, the technology-employment-competitiveness relationship is the driving 
force behind aiiiPTS activities, focusing analysis on the potential of promising technologies for job 
creation, economic growth and social welfare. Such analyses may be linked to specific 
technologies, technological sectors, or cross-sectoral issues and themes. 
3. Support for policy-making. The IPTS also undertakes work to supports both Commission services 
and other EU institutions in response to specific requests, usually as a direct contribution to 
decision-making and/or policy implementation. These tasks are fully integrated with, and take full 
advantage of on-going Technology Watch activities. 
As well as collaborating directly with policy-makers in order to obtain first-hand understanding of 
their concerns, the IPTS draws upon sector actors' knowledge and promotes dialogue between 
them, whilst working in close co-operation with the scientific community so as to ensure technical 
accuracy. In addition to its flagship IPTS Report, the work of the IPTS is also presented in occasional 
prospective notes, a series of doss1ers, synthesis reports and working papers. 
The IPTS Report is published in the first week of every month, except for the months of January and August lt is edited in Engl1sh 
and is currently avadable free of charge 1n four languages. English, French, German and Span1sh. 
The European Science and Technology Observatory Network (ESTO): 
IPTS - JRC - European Commission 
W T C., Is la de la Cartuja s/n, E-41 092, Sevilla, Spain 
tel : +34-5-448 82 84, fox +34-5-448 82 35, e-mail· 1pts_secr@1rc es 
• ADIT - Agence pour la Diffus1on de l'lnformation Technolog1que - F 
• CEST - Centre for Exploitation of Sc1ence and Technology - UK 
• COTE( - Fundaci6n para la lnnovaci6n Tecnol6gica - E 
• DTU - University of Denmark, Unit of Technology Assessment - DK 
• ENEA - D1rectorate Stud1es and Strateg1es - I 
• INETI - lnstituto Nacional de Engenhana e Technologia Industrial - P 
• ITAS - lnstitut fur Technikfolgenabschcitzung und Systemanalyse - D 
• NUTEC - Department Sc1ence Policy Stud1es - S 
• OST - Observatoire des Sciences et des Techn1ques - F 
• SPRU - Science Pol1cy Research Unit - UK 
• TNO - Centre for Technology and Policy Studies - Nl 
• VDI-TZ- Technology Centre Future Technologies D1vision - D 
• VITO - Flem1sh Institute for Technology Research - B 
• VIT - Group of Technology Stud1es -FIN 
